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INTERNATIONAL DEBT, TRADE, AND FINANCIAL
STABILIZATION ACT

May 6, 1986.—Ordered to be printed

Mr. St GERMAIN, from the Committee on Banking, Finance and
Urban Affairs, submitted the following

REPORT

together with

ADDITIONAL, SUPPLEMENTARY, MINORITY, AND
DISSENTING VIEWS

[To accompany H.R. 4574]

[Including cost estimate of the Congressional Budget Office]

The Committee on Banking, Finance and Urban Affairs, to
whom was referred the bill (H.R. 4574) to alleviate the internation-
al debt crisis, expand world trade, and promote stability in the
international financial system, having considered the same, report
favorably thereon with an amendment and recommend that the
bill as amended do pass.

The amendment is as follows:

Strike out all after the enacting clause and insert in lieu thereof
the following:

SECTION 1. SHORT TITLE.
t ThAs Act may be cited as the “International Debt, Trade, and Financial Stabiliza-
ioh Act”.
SEC. 2. PURPOSES. |
- The purposes of this Act are as follows:

(1) Alleviate the current international debt crisis in order to make the debt
situation of developing countries more manageable and permit the resumption
of sustained growth in those countries.

(2) Expand the world trading system and raise the level of exports from the
United States to the developing countries in order to reduce the United States

trade deficit and foster economic expansion and an increase in the standard of
l}vmg in the developing nations.
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(3) Increase the stability of the world financial system and insure th
and soundness of United States depository institutions. 1€ safety

(4) Provide a clear statement of support for the United States debt it
for the heavily indebted developing countries, including an expanded r‘}atxve
the World Bank and other multilateral development banks in resolving t}? e for
rent debt crisis and achieving sustained growth and development for the g cur
oping nations. eve).

(5) Provide explicit directions to the President and the Secretary of the T
ury about the initiatives which should be undertaken by the United Stq Teag.
resolve the international debt crisis and achieve the twin goals of enhancin,
stability of the world financial system and expanding world trade and devgel?;
ment.

SEC. 3. DEFINITIONS.

For purposes of this Act—

(1) MULTILATERAL DEVELOPMENT BANK.—The term “muitilateral developme
bank” means the International Bank for Reconstruction and Development tﬁt
Inter-American Development Bank, the African Development Bank, and the
Asian Development Bank. e

(2) WorLD BANK.~—the term “World Bank” means the International Bank
Reconstruction and Development. d

(3) STRUCTURAL ADJUSTMENT LENDING.—The term ‘structural adjustment
lending” means lending for broad macroeconomic stability and in support of
structural economic reforms, including lending for trade liberalization, mobij;.
zation of domestic and foreign capital, and institutional reform to expand the
private sector.

(4) TRADE AND INVESTMENT LIBERALIZATION.—The term ‘“trade liberalization”
means the reduction of tariff and non-tariff barriers to imports and the redye.
tion of barriers to foreign direct and portfolio investment.

TITLE I—MEASURING THE IMPACT OF THE DEBT CRISIS ON WORLD
TRADE, DEVELOPMENT, AND FINANCIAL STABILITY

SEC. 101. FINDINGS.

The Congress hereby finds the following:
(1) The indebtedness of developing countries represents a grave threat to—

(A) the health and viability of the world trading system because it pre-
vents sustained growth in the developing world while seriously eroding the
trading posture and the economic well-being of the United States; and

(B) the stability of the international financial system and safety and
soundness of United States depository institutions.

(2) With respect to trade—

(A) the United States trade deficit with developing countries, which
amounted to $53,000,000,000 in 1984, has cost over 1,000,000 jobs in the
United States since 1980;

(B) the burden of public and private debt now borne by the developing
nations—

* (i) seriously limits their capacity to import goods and service from

the United States; and

4 (i) is a major contributing factor to the current United States trade
eficit;

(C) since the beginning of the debt crisis in 1982, the developing nations
have relied heavily on import substitution and export promotion to improve
their own balance of payments which has exacerbated the United States
trade deficit with the developing nations, thereby fueling the pressures
within the United States for protectionist legislation; .

(D) the developing nations were the fastest-growing market for United
States goods before the debt crisis began and they remain the largest future
potential market for United States exports; and .

(E) trade and investment barriers must be decreased in developing coun-
tries if United States exports are to expand and if those nations are to
resume sustained growth.

(3) With respect to the stability of the world financial system— .

(A) the amount of the debt which developing countries owe to both pri-
vate and public creditors is now approaching $900,000,000,000 which consti-
tutes a debt service burden on the developing countries which is politically
unsustainable and potentially disruptive to the world financial system;
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(B) the amount of the debt which developing countries owe to commercial
banks worldwide is over $600,000,000,000 of which $134,000,000,000 is owed
to commercial banks in the United States; ’

(C) the exposure of the 100 largest United States banks to developing
country debt is equal to 110 percent of the aggregate equity capital of those
banks and the exposure of certain major United States banks exceeds that
ratio;

(D) the indebtedness of developing countries has doubled since 1980;

(E) much of the proceeds of commercial loans which were made to the
developing nations in the 1970’s and early 1980’s was used for purposes
which did not increase the capital generating capacity of the borrowing na-
tions with the result that some of these borrowers cannot manage their
debt on the terms originally negotiated; and

(F) the debt service requirements of the debt of developing countries have
resulted in a net transfer of capital from the developing countries to the
industrialized nations since 1982 (in 1984 alone, the developing nations sent
almost $15,000,000,000 more back to the developed world than they re-
ceived) and this capital flow situation cannot be sustained over the long

term.

(4) Partly because the markets for raw commodities upon which the econo-
mies of the nonindustrialized nations are necessarily dependent are expected to
remain depressed over the next few years, the problems associated with the
debt service burdens of developing oguntries are likely to grow worse without
:qstained cooperative efforts on the part of the developing and developed coun-
ries;

(5) The recent and dramatic drop in the price of oil, which will benefit most
developing countries, will increase financing difficulties for some debtor coun-
tries, such as Mexico.

(6) Capital flight, which has been caused in part by—

(A) a lack of domestic confidence in the economies of developing coun-
tries, particularly the financial sectors of such economies; and

(B) United States fiscal and monetary policies in effect since 1980 which
have resulted in an overvalued dollar, excessive deficit spending, and his-

. torically high real interest rates,

is another component of the problem confronting the debtor developing coun-
tries and credible estimates suggest that if, in the case of at least some of the
developing countries, the indigenous capital which is now held abroad were re-
patriated to such countries, those countries would have a significantly lower ex-
ternal debt.

(7) Indebted developing countries have significantly improved their current
account balances since the beginning of the debt crisis, but such improvements
have been made at the cost of—

(A) declining standards of living which fail to provide for the basic
human needs of the citizens of such countries with a concomitant rise in
political discontent; and

(B) an exacerbated trade deficit for the United States with a concomitant
rise in protectionist sentiment. )

_ (8) The debt initiative unveiled by the Secretary of the Treasury James Baker

in Seoul, Korea, in October of 1985 was a positive shift in United States policy

t%ward an emphasis on the need for achieving growth in the debtor nations
rough—

(A) the adoption of sound, growth-oriented economic policies by the
debtor nations;

(B) an increase in world trade; and

(C) increased and more effective project and adjustment lending by the
multilateral development banks and increased lending by the commercial

banks;

(9) If the debt initiative is to achieve its stated goals, the Congress must act to
provide a clear statement of United States policy on international debt manage-
ment and trade liberalization and to provide direction to the President and
other executive officers of the United States in carrying out such policy.

(10) A resolution of the current international debt problem will require—

(A) an increase in the flow of private capital, in both debt and equity
form, to the developing countries; and

(B) an increase in the role played by the public sector and the commercial
financial institutions in providing assistance to the developing countries
and in managing the international debt situation.
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(11) The World Bank and the regional multilateral development banks are
the appropriate institutions to lead and coordinate the international efforts to
resolve the current developin% country debt situation, but, to succeed, the multi-
lateral development banks will—

(A) require additional resources;
(B) need to develop more innovative lending practices; and
(C) need the political support of the United States.

TITLE I-INCREASING WORLD BANK EFFECTIVENESS

SEC. 201, RAPID LOAN DISBURSEMENTS.

In order to provide a rapid infusion of needed capital into developing countries—
(1) FULL RELEASE OF COMMITTED LOAN FUNDS AT BEGINNING OF PROJECT,
PERIOD.—The Secretary of the Treasury shall instruct the United States Execu-
tive Director of the World Bank to initiate discussions with other directors of
such bank and to propose that a temporary adjustment be made in the current
disbursement practices of such bank so as to permit, for a period of not more
than 4 years, full release of committed loan funds to the central bank of any
recipient country at the beginning of a project period, when such action is ap-
propriate and is requested by the recipient country, to the extent that—
(A) adequate accounting safeguards can be maintained to insure that the
terms of the respective loan agreements are honored; and
(B) the recipient country adequately describes how the accelerated dis-
bursement of such funds will contribute to long-term economic growth.

(2) INCREASES IN MULTILATERAL DEVELOPMENT BANKS SHARES OF PROJECT
LoANS.—The Secretary of the Treasury shall instruct the United States Execu-
tive Directors of the multilateral development banks to initiate discussions with
other Directors of their respective banks and to propose that each bank’s share
of any project loan already approved and awaiting disbursement should be im-
mediately increased by such amount as the Directors of each such bank deter-
mine to be appropriate, taking into account the current ability of the recipient
country to meet its counterpart funding requirements.

SEC. 202. STRUCTURAL ADJUSTMENT LENDING.

(a) Direcrors 1o UNiTep StaTES EXECUTIVE DIRECTOR OF THE WORLD BANK.~—In
order to promote the economic policy adjustments which are needed to assist devel-
oping countries, the Secretary of the Treasury shall instruct the United States Exec-
utive Director of the World Bank to initiate discussions with other directors of the
bank and to propose that—

(1) an increase be made in the amount of structural adjustment lendin, b(ir
the World Bank and any percentage limitation on the number of structural ad-
justment loans in the World Bank’s lending portfolio be removed, except that
such Director shall make it clearly understood that United States policy does
not favor the displacement or replacement of project lending by structural ad-
justment lending but the addition of structural adjustment lending to the
bank’s loan mix;

(2) appropriate action be taken by the bank to ensure that the aims of struc-
tural adjustment lending can be achieved; . ’

(3) the conditionality of structural adjustment lending should include innova-
tive requirements designed to minimize any adverse impact of such lending on
the lowest income groups in the developing countries, including a requirement .
that each country receiving such lending establish a fund to be used for guaran-
teeing private loans to microenterprise borrowers within such country; and

(4) appropriate action be taken by the bank to ensure that structural adjust-
ment lending is consistent with environmentally sound and responsible develop-
ment practices that lead to sustainable long-term management of the natural
resources of these countries.

(b) SMALL-ScALE CREDIT.—The Secretary of the Treasury shall instruct the United
States Director of the World Bank to enter into negotiations with other Directors of
such Bank and.to propose that a fund be established within the World Bank for
purposes of making small-scale credit available to lower income groups in develop-
ing countries which have had no access to such credit. To the extent appropriate,
the extension of any credit through such fund to a borrower in a developing count
should be coordinated with the guarantee fund described in subsection (a)X3) with,
respect to such country.

(c) REPORT BY THE SECRETARY OF THE TREASURY.—

(1) REPoRT REQUIRED.—The Secretary of the Treasury shall, before the end of
the I-year period beginning on the date of the enactment of this Act and in con-



5

junction with and consultation with the United States Executive Director of the
World Bank, prepare and transmit a report to the Committee on Banking, Fi-
nance and Urban Affairs of the House of Representatives and the Committee on
Foreign Relations of the Senate on the effectiveness of increased reliance on
structural adjustment lending as a means of achieving economic reforms.

l(.:).i) CoNTENTS OF REPORT.—The report prepared under paragraph (1) shall in-
clude—

(A) information about the extent to which structural adjustment lending
has increased domestic savings rates, liberalized trade, encouraged direct
investment in developing countries, and reduced capital flight; and

(B) economic and demographic data on the impact of structural adjust-
ment lending on various income groups within the recipient countries, par-
ticularly the impact of such lending on the provision of resources to meet
the basic human needs of the lowest income groups, including the need for
adequate nutrition and basic health care.

SEC. 203. REDUCING CAPITAL FLIGHT.

(a) SENSE OF THE CONGRESS.—It is the sense of the Congress that— .

" (1) past and continuing transfers of capital from developing countries pose a
problem of great importance for which a solution must be found before the
international debt crisis can be resolved and economic growth in developing
countries can be enhanced and sustained; and

(2) the United States Executive Director of the World Bank should—

(A) initiate discussions with other directors of the bank for the purpose of
developing policy proposals for both developed countries and developing
countries, respectively, which, if implemented, would reduce the level of
capital transfers from the developing countries by enhancing incentives to
invest in developing countries and t%lereby reduce the impact of such cap-
ital flight on the economies of such countries; and
(B) report any such proposal which is applicable with respect to the United
States to the Secretary of the Treasury and the Chairman of the Board of
Governors of the Federal Reserve System.

(b) InsTRUCTIONS TO UNITED STATES EXECUTIVE DIRECTORS OF MULTILATERAL DE-
VELOPMENT BaNks.—The Secretary of the Treasury shall instruct the United States
Executive Directors of the multilateral development banks to initiate discussions
with other directors of their respective banks and to propose that each such bank
increase lending for the purpose of reforming the financial sectors of indebted devel-
oping countries with particular emphasis on increases in loans for activities which
would have the effect of enlarging the capital markets and encouraging domestic
savings in those countries.

SEC. 204. INCREASING WORLD BANK LENDING RESOURCES.

(a) WorLD BANK LENDING AFrFILIATE.—The President shall initiate negotiations
with other member nations of the World Bank—

(1) to provide for the establishment by the World Bank of a banking entity or
affiliate for which the World Bank would initially provide $1,000,000,000 in cap-
ital from its own capital account;

(2) to authorize such banking entity or affiliate—

(A) to offer for public subscription such amount of stock in such entity or
afﬁliat,((—:i as the directors of the World Bank may determine to be appropri-
ate; an )

(B) to borrow such amounts as may be determined by the directors of the
World Bank to be appropriate and to issue bonds, notes, and other evidence
of indebtedness for the amounts borrowed; and o

(3) to authorize such banking entity or affiliate to make or guarantee loans to
the extent the total amount of disbursed or guaranteed loans outstanding at

. any time does not exceed an amount equal to 5 times the amount of capital and
surplus of such entity or affiliate.
(b) STUDY AND REPORT BY THE SECRETARY OF THE TREASURY.—

(1) Srupy REQUIRED.—The Secretary of the Treasury shall conduct a study of
the need for a general increase in the amount of capital of the World Bank.

(2) REPORT REQUIRED.—The Secretary of the Treasury shall prepare and trans-
mit a report to the Committee on Banking, Finance and Urban Affairs of the
House of Representatives and the Committee on Foreign Relations of the
Senate on the conclusions reached by the Secretary in the course of conducting
the study under paragraph (1) not later than November 1, 1986, or 60 days after
the enactment of this Act, whichever date occurs later.

(3) CONTENTS OF REPORT.—The Secretary’s report shall include—
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(A) a detailed explanation of the reason for any recommendation of the
Secretary for an increase in the amount of capital of the Bank and a gener-
al explanation of the Secretary’s timetable and plans for presenting a re-
quest for such an increase to the Congress; and

(B) a discussion of the feasibility of achieving any such increase in capital
exclusively through the use of callable capital rather than paid-in capital.

TITLE III—INCREASING WORLD TRADE AND ECONOMIC GROWTH

SEC. 301. TRADE LIBERALIZATION IN DEVELOPING COUNTRIES.

(a) SENSE oF THE CoNGRESS.—It is the sense of the Congress that the expansion
and liberalization of world.trade can make an important contribution to the devel-
opment of, and the achievement of prosperity for, the developing nations and sus-
tained growth in the United States and other nations.

(b) DEcLARATION OF UNITED StATES PoLicy.—The Congress declares it to be the
policy of the United Statés that any assistance provided to developing nations shall
be consistent with and supportive of long-term trade liberalization in those coun-
tries and in worldwide markets.

(c) DirectIONS OF UNITED STATES EXECUTIVE DIRECTORS OF MULTILATERAL DEVEL-
oPMENT Banks.—The Secretary of the Treasury shall instruct the United States Ex-
ecutive Directors of the multilateral development banks— )

(1) to initiate discussions with other directors of their respective banks and to
propose that all new loans or guarantees entered into by the respective banks
shall be consistent with, and in all feasible cases shall be conditioned upon, the
reduction of existing trade and investment barriers or limitations on access to
the markets of the recipient countries; .

(2) to vote against any loan the making of which would be inconsistent with
the long-term advancement of trade liberalization and increased market access
within recipient countries, and that, while it is in the interest of the United
States to promote development in developing countries and remove barriers to
trade and investment, the promotion of such development through the sus-
tained use of any form of governmental subsidies the effect of which is to give
producers in such countries an unfair advantage over producers in developed
countries or other developing countries is contrary to the interests of the
United States;

(3) to initiate discussions with other directors of their respective banks and to.
propose that the structural adjustment loans and the sectoral loans described in
title II not be approved until an assessment of the extent to which the exten-
sion of such loans will promote trade liberalization and increase market access
is made by the staff of the respective bank and presented to the Executive Di-
rectors of such bank;

(4) to take actions to assure the United States firms are fully informed of bid-'
ding opportunities in countries receiving loans from the respective banks; )

(5) to take actions to assure that United States firms can focus on projects in
which they have a particular interest or competitive advantage and to permit
them to complete and have an equal opportunity in submitting timely and con-
forming bidding documents;

(6) to thoroughly investigate any complaints from United States bidders about
the awarding of multilateral development bank procurement contracts to
ensure that all multilateral development bank contract procedures and rules
are observed and that United States firms are treated fairly; .

(7) to promote opportunities for exports of goods and services from the United
States; and

(8) to ensure that project loans by the respective multilateral development
banks for commodities, materials, or products do not contribute to a surplus in
world markets in which—

(A) the prices of such commodities, materials, or products are low ‘or are
falling; and .

(B) the commodities, materials, or products could cause material injury to
United States producers of the same, similar, or competing commodities,
materials, or products.

(d) CoorpINATION OF WORLD BANK AcTioNs WrTH AcTIONS UNDER GATT.—The Sec-
retary of the Treasury shall instruct the United States Director of the World Bank
to initiate discussions with other directors of such bank and to propose that the
bank coordinate its actions more closely with the actions taken by the Contracting
Parties to the General Agreements on ’}:ariffs and Trade (GATT) in order to ensure
that, if actions taken under such General Agreements have the effect of liberalizing
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trade, such actions are rewarded by appropriate additional public and private cap-
ital from the World Bank.

(&) CoopERATION OF GATT PARTIES IN PREPARATION OF COUNTRY-BY-COUNTRY
ReviEw.—The Secretary of the Treasury shall instruct, the United States Director of
the World Bank to initiate discussions with other directors of such bank and to pro-
pose that, in acquiring information for and in the preparation of the bank’s annual
country-by-country review, the bank seek the cooperation and the participation of
the representatives of the Contracting Parties to the General Agreements on Tariffs
and Trade (GATT).

(f) APPOINTMENT OF FOREIGN COMMERCE OFFICERS.—

(1) AproINTMENT.—The Secretary of the Treasury shall work with the appro-
priate United States government agencies to arrange for the appointment of a
foreign commerce officer to serve with each of the United States Executive Di-
rectors of multilateral development banks.

(2) DuTiEs OF oFFICERS.—It shall be the duty of each foreign commerce officer
to assist the United States Executive Director with respect to whom such officer
has been appointed in carrying out the duties of such Executive Director de-
scribed in paragraphs (4), (5), (6), and (7) of subsection (c).

SEC. 302. INCREASED TRADE AND INVESTMENT IN DEVELOPING NATIONS,

(a) MurTiLATERAL NEGOTIATIONS.—The President and the Secretary of the Treas-
ury shall seek to continue ongoing negotiations with West Germany, the United
Kingdom, France, and Japan (commonly known as the “Group of 5"') as well as to
initiate negotiations with other countries within appropriate multilateral organiza-
ti(gls, including the Organization for Economic Cooperation and Development, in
order to—

) (1) coordinate macroeconomic policies of the major industrial countries
soteas to promote non-inflationary economic growth and stable exchange
rates;

(2) achieve sustained non-inflationary economic growth and thereby in-
crease the size of the market for exports from the United States and de-
veloping countries;

(3) promote growth-oriented economic policies in both developed and de-
veloping countries; and

(4) encourage both developed and developing countries to base growth
on a balance of foreign and domestic demand and to discourage excessive
reliance by those countries on exports for growth.

(b) INTERNATIONAL EcoNoMic or TRADE DiscussioNs.—

" (1) DECLARATION OF UNITED STATES OBJECTIVE.—The Congres hereby declares
that a key objective of the United States in its participation in economic sum-
mits and international meetings on economics or trade is to encourage industri-
al countries to pursue policies which will promote non-inflationary .economic
growth and to increase the size of the market for exports from the: United
States and the developing countries.

(2) ExEcUTIVE ACTIONS.—The President and the Secretary of the Treasury
shall seek to place discussions with respect to the agreement described in para-
graph (1) on the agenda of any economic summit or international economic
meeting to which the United States is a party and shall report to the Congress
on any success they may have had in achieving such agreement at that meet-
ing.

(c) PurcHASE oF O1L From DevELOPING COoUNTRIES.—In light of the current dislo-
cation in the world oil markets which has had a significant effect on heavily indebt-
ed developing countries which are oil exporters, the Secretary of the Treasury, in
conjunction with the Secretary of Energy, shall initiate consultations with Japan,
West Germany, France, the United Kingdom, and any other country which hoids
debt of developing countries for the purpose of examining possible options for reduc-
ing1 t}‘;e debt burden of developing countries which export oil. Such options should
include—

(1) the possibility of increasing the amount of purchases of, and the inventory-
ing of, oil from such developing countries, including Mexico, Venezuela, and Ni-
geria; and

(2) the possibility of using the oil reserves of such developing countries as col-
lateral for new loans to such countries or as payment for existing debt of such
countries.

To the extent appropriate, such consultations should be conducted in conjunction
with, and should draw on the expertise of, the International Energy Administration.
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Such Secretaries shall periodically advise and consult with the appropriate commit-
tees of the Congress on the progress of such consultations.

(d) BARTERING OF AGRICULTURAL CoMMODITIES FOR OIL.—The President shall, to
the maximum extent possible, arrange for acquisitions of petroleum from debtor de-
veloping countries through the barter of surplus agricultural commodities.

TITLE IV—-INSURING THE STABIngXé ’I(‘)é“MTHE INTERNATIONAL FINANCIAL,

SEC. 401. PRIVATE CAPITAL SOURCES FOR DEVELOPING NATIONS.

(a) Stupy ReqQUirED.—The Secretary of the Treasury, working in conjunction with
the Chairman of the Board of Governors of the Federal Reserve System and the
Comptroller of the Currency, shall explore the changes in the structure of United
States capital markets and the regulation of private financial institutions which
would be necessary in order to bring about a lasting resolution of the international
debt crisis in a manner which is consistent with both increased growth in debtor
nations and increased stability of the United States financial system.

(b) Torics To BE INcLupep IN Stupy.—The study conducted by the Secretary of
the Treasury, in conjunction with the Chairman of the Board of Governors of the
Federal Reserve System and the Comptroller of the Currency, shall include an anal-
ysis of the following proposals:

(1) Amendment of the National Bank Act and any regulatory change which
may be necessary to permit longer writeoff periods for losses associated with,
loans to debtor developing countries. .

(2) Statutory or regulatory changes which may be appropriate— .

4 (I;A) to encourage the growth of a secondary market in developing country-
ebt; :
(B) to provide security for the existing commercial bank debt of less de-
veloped countries; or :
(C) to create a discount facility for such debt.
(3) Statutory, regulatory, or treaty changes that would be required to create a
new fund or funds to be administered by the multilateral developed banks—
(A) in which shares could be purchased by financial institutions; and
(B) the assets of which would be used to create new lending capacity for
developing nations.

(4) Payment of a portion of the debt service obligations of developing coun-
tries in local currencies.

(5) Evaluation of any other options which would have the effect of increasing
the utilizing of domestic and international capital markets in addition to the
commercial banks to provide capital for developing nations, and an assessment
of how the World Bank might implement such options.

(c) REpoRT TO CoNGRESS.—The Secretary of the Treasury, in conjunction with the
Chairman of the Board of Governors of the Federal Reserve System and the Comp-
troller of the Currency, shall prepare and transmit a report to the Committee on
Banking, Finance and Urban Affairs of the House of Representatives and the Com-
mittee on Banking, Housing, and Urban Affairs of the Senate before the end of the
3-month period beginning on the date of the enactment of this Act on the advisabil-
ity of implementing any of the proposals analyzed in the study conducted pursuant
to subsection (a) together with any recommemgation of such Secretary for legislation
which the Congress should consider.

SEC. 402. MOBILIZATION OF PRIVATE CAPITAL.

(a) MUuLTILATERAL DEVELOPMENT BANK AcTION.—The Secretary of the Treasury
shall instruct the United States Executive Directors of the multilateral development
banks to initiate discussions with other directors of their respective banks and to
propose that—

(1) greater use of co-financing be made by each such bank to encourage in-
creased commercial bank participation in lending by such bank; and

(2) steps be taken to make credits available to satisfy the capital needs of pri-.
vate, income-generating, small businesses of microenterprises owned by the very
poorest individuals in the developing countries.

(b) INCREASE IN WorLD Bank’s RoLE As INTERMEDIARY.—The Secretary of the
Treasury shall instruct the United States Executive Director of the World Bank to
initiate discussions with other directors of the bank and to propose that steps be
taken to increase the bank’s role as an intermediary and coordinator in generating
new capital and creating new capital instruments, particularly drawing on world se-
curities and capital markets, for the benefit of developing countries. )
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TITLE V—MULTILATERAL INVESTMENT GUARANTEE AGENCY

SECTION 501. SHORT TITLE.
This title may be cited as the ‘“Multilateral Investment Guarantee Agency Act’.
‘8EC. 502. ACCEPTANCE OF MEMBERSHIP,

The President is hereby autherized to accept membership for the United States in
the Multilateral Investment Guarantee Agency (hereinafter in this title referred to
as the “Agency”) provided for by the Conventional Establishing the Multilateral In-
vestment Guarantee Agency (hereinafter in this title referred to as the “Conven-
tion") deposited in the archives of the International Bank for Reconstruction and
Development (hereinafter referred to as the ‘“Bank’).

SEC. 503. GOVERNOR AND ALTERNATE GOVERNOR.

The Governor and Alternate Governor of the Bank, appointed under section 3 of
the Bretton Woods Agreements Act (22 U.S.C. 286 et seq.), shall serve as Governor
and Alternate Governor, respectively, of the Agency.

SEC. 504. APPLICABILITY OF BRETTON WOODS AGREEMENT ACT.

The provisions of section 4 of the Bretton Woods Agreement Act shall apply with
respect to the Agency to the same extent as such provisions apply to the Bank and
the International Monetary Fund. Reports with respect to the Agency under para-
graphs (5) and (6) of section 4(b) of such Act shall be included in the reports made
ipursuant to such paragraphs after the date the United States accepts membership
in the Agency.

SEC. 505. RESTRICTIONS. :

Unless authorized by law, neither the President nor any person or agency shall,
on behalf of the United States—

(1) subscribe to shares of stock of the Agency; .

(2) vote for or agree to any amendment of the Convention which increases the
obligation of the United States, or which changes the purpose or functions of
the Agency; or

(3) make a loan or provide other financing to the Agency.

SEC. 506. FEDERAL RESERVE BANKS AS DEPOSITORIES.

Any Federal Reserve bank which is requested to do so by the Agency shall act as
its depository or as its fiscal agent, and the Board of Governors of the Federal Re-
serve System shall supervise and direct the carrying out of these functions by the
Federal Reserve banks. :

SEC. 507. JURISDICTION OF UNITED STATES COURTS AND ENFORCEMENT OF ARBITRAL AWARDS.

(a) VENUE.—For the purposes of any civil action which may be brought within the
United States, its territories or possessions, or the Commonwealth of Puerto Rico, by
or against the Agency in accordance with the Convention (including an action
brought to enforce an arbitral award against the Agency), the Agency shall be
deemed to be an inhabitant of the Federal judicial district in which—

- (1) its principal office within the United States is located; or
’ (12) its g.gent appointed for the purpose of accepting service or notice of service
is located. ‘

(b) JurispicTiON.—Any action described in subsection (a) to which the agency is a
party shall be deemed to arise under the laws of the United States. The district
courts of the United States, including the courts enumerated in section 460 of title
28, United States Code, shall have original jurisdiction of any such action.

(c) REMovaL.—Whenever the Agency is a defendant in any action in a State court,
it may at any time before the trial thereof remove the action into the appropriate
district court of the United States in the manner provided in section 1446 of title 28,
United States Code. :

SEC. 508. FORCE AND EFFECT OF CONVENTION.
Articles 43 through 48 of the Convention shall have full force and effect in the

United States, its territories and possessions, and the Commonwealth of Puerto
Rico, upon the entry into force of the Convention for the United States.
SEC. 509, FULL FAITH AND CREDIT FOR ARBITRAL AWARDS; JURISDICTION.

(@) IN GENERAL~—Any award of an arbital tribunal resolving a dispute arising
under Article 57 or Article 58 of the Convention shall create a right arising under a
treaty of the United States. The pecuniary obligations imposed by such an award
shall-be enforced and shall be given the same full faith and credit as if the award
were a final judgment of a court of general jurisdiction of one of the several States.
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The provisions of title 9, United States Code, shall not apply to enforcement of
awards rendered pursuant to the Convention.

(b) JurispicTioN.—The district courts of the United States (including the courts
enumerated in section 460 of title 28, United States Code) shall have exclusive juris-
diction over actions and proceedings "under subsections (a) of this section, regardless
of the amount in controversy.

TITLE VI—INTER-AMERICAN DEVELOPMENT BANK

SEC. 601. MERGER OF INTER-REGIONAL AND ORDINARY CAPITAL.

The Inter-American Development Bank Act (22 U.S.C. 283) is amended by add.mg
at the end thereof the following new section:

“Sec. 32. The United States Governor of the Inter-American Development Bank is
hereby authorized to agree to and to accept the amendments to the Articles of
Agreement in the proposed resolution entitled ‘Merger of Inter-regional and OrdJ
nary Capital Resources’.”.

SEC. 602. WAIVER OF COUNTRY PROGRAM LIMITATIONS UNDER NEW REPLENISHMENT AGREE-
MENT UNDER CERTAIN CONDITIONS,

The Secretary of the Treasury shall instruct the United States Executive Director
of the Inter-American Development Bank to initiate discussions with other directors
of such bank and to propose that a provision be included in any replenishment
agreement which is negotiated after the date of enactment of this Act which would
allow the directors of such bank to waive any country program limitation contained
in such replemshment agreement if the directors determine that—

(1) the waiver would not deprive any other country of any resources which
are available under such agreement for such country; an ‘
- (2) the country for which the waiver would be made has—
(A) a need for the resources which the waiver would make available; and
(B) the capacity to absorb such additional resources.

BACKGROUND

HISTORY OF THE LEGISLATION

H.R. 4574, the International Debt, Trade, and Financial Stabiliza-
tion Act, was circulated in draft discussion form in early March by
Mr. Lundme, Chairman of the International Development Institu-
tions and Finance Subcommittee of the Committee on Banking, Fi-
nance and Urban Affairs. Subcommittee hearings were held on the
suggested draft bill on March 12, March 18, March 19, and March
20. Testimony was received from the followmg md1v1duals during
these hearings: John Sewell, Overseas Development Council; Wil-
liam Cline, Institute for Internatwnal Economics; Karen Llssakers,
formerly with State Department; Pedro-Pablo Kuczynski, First
Boston Corporation; George Clark, Citibank; Riorden Roett, Johns
Hopkins University; Paula Stern, International Trade Commlssmn,
Alan Wolff, Dewey, Valentine, Bushby, Palmer, and Wood; Stuart
Tucker, Overseas Development Council; J.B.L. P1erce, Boemg Cor-
poration; David Mulford, Assistant Secretary of the Treasury for
International Affairs; and Harvey Bale, Assistant U.S. Trade Rep-
resentative.

The Subcommittee on International Development Institutions
and Finance of the Committee on Banking, Finance and Urban Af-
fairs met in open session on April 10, 1986. After adopting several
amendments to the discussion draft, the subcommittee ordered the
text of the proposed discussion draft as amended, favorably report-
ed to the full Committee on Bankmg, Finance and Urban Affairs
upon introduction into the House of Representatives.

Congresspersons Lundine, Bereuter, LaFalce, Oakar, Levin,
Torres, Kolbe and Morrison introduced the discussion draft on
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April 15, 1986. The Committee on Banking, Finance and Urban Af-
fairs met in open session on April 22, 1986. After adopting two
.amendments, by voice vote the Committee ordered the legislation
favorably reported, as amended, to the full House of Representa-
tives.

. The drafting of this legislation evolved from a year of substan-
tive inquiry into the third world debt crisis by the Subcommittee
on International Development Institutions and Finance. Twelve
days of oversight hearings were held by the subcommittee begin-
ning in April 1985 which culminated in the issuance of a subcom-
mittee report in October 1985 entitled “Dealing with Debt, Rekin-
dling Development: the U.S. Stake in the Performance of the
World’s Development Banks”.

* THE THIRD WORLD DEBT CRISIS

+In August, 1982, Mexico announced that it was unable to repay
its current debt obligations to foreign banks. That dramatic an-
nouncement effectively ended a fast-paced era of commercial bank
lending to developing countries which had begun nearly a decade
before. During those years, commercial banks, led by U.S. institu-
tions, had lent an unprecedented amount of money to developing
nations. The aftereffects of the 1973 oil embargo by the Organiza-
tion of Petroleum Exporting Countries (OPEC) had produced an
enormous imbalance in world financial flows. OPEC nations had
huge revenues from the increase in oil prices. Other nations, par-
ticularly the energy-poor developing nations, suffered concomitant
losses in their national wealth from the increased cost of energy.
As events transpired, the major commercial banks became the
intermediaries for the “recycling” of those dollars to developing na-
tions, resulting in a level of sovereign nation indebtedness to com-
mercial banks which in the case of many developing nations
became unsustainable in the recessionary economic times of the
early 1980’s. During that same period, many freshly independent
developing nations were embarked on ambitious large-scale devel-
opment projects aided by bilateral foreign assistance and multilat-
eral development banks. Official public debt, particularly for na- -
tions in Africa, added to the total accumulation of debt.
“ The bubble burst with the 1982 Mexican announcement. Since
that time, commercial lending to developing nations has effectively
stopped. Given the debt servicing obligations of the developing na-
tions, the net flow of capital in recent years has been out of the
energy-poor developing nations and back to the industrialized coun-
tries, a historically unprecedented pattern of capital flows. To deal
with their debt burdens, these countries have undergone wrenching
economic changes. Generally, they have pursued austerity pro-
grams under the advice of the International Monetary Fund which
involve reducing domestic consumption, restraining internal devel-
opment and improvements in the standard of living of their people,
limitations on imports from other countries and export promotion
" to acquire the foreign exchange needed to pay their debts.
-On one level, those programs have been a success, since many de-
veloping nations have dramatically improved their balance of pay-
- ments, both by expanding their exports and reducing their imports.
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Yet those very indices of success in pursuing short-term austerity
spell long-term failure for both the developing nations and for the
United States. Precisely because they have reduced their imports,
their markets have been increasingly closed to U.S. products. Pre:
cisely because they have expanded their exports, their products
have had an increasing presence in the U.S. marketplace and have
contributed to a rise in protectionist sentiment in this country. The
combined result is the stark fact that fully one-third of the United
States’ current trade deficit results from our trade with developing
nations. Our trade deficit with developing countries is essentially
as large as our much more widely lamented deficit with Japan.

Those same economic facts have dictated conditions which are
not tenable over the long term for these nations. The standard of
living of many citizens of developing nations today is at or below
what it was a decade ago. Politically, these governments are acute-
ly aware that they cannot continue such policies indefinitely. The
fragile young democracies of Latin America are particularly at risk
if they should be compelled to continue policies that emphasize
austerity to the exclusion of a resumption of growth. Moreover,
those policies do not lead to development, which is by definition the
appropriate national mission of those countries which have not yet
ﬁcl}ieved a decent national standard of living and material well-

eing. '

This state of affairs is now widely perceived as a new and poten-
tially dangerous phase of the debt crisis. The developing country
stake in a new situation which puts an end to constant austerity
and indenturing to debt obligations is obvious. The United States
stake in a new situation should be just as obvious. The United
States now stands at risk in two clear ways. The negative impact
on our trade posture from the debt crisis and the resultant austeri-
ty programs is hurting our own industries, resulting by some esti-
mates in the loss of 1.6 million U.S. jobs over the past four years.
Meanwhile, our banks remain highly exposed. In many cases, the
banks are more exposed today than at the outset of the crisis, since
lending was rolled over, principal payments have not been-made,
and even debt servicing has not been accomplished in many cases.
U.S. banks now carry approximately $134 billion in loans to devel-
oping nations. ‘

It is the fundamental premise of this legislation that the debt
crisis in the developing world poses a grace threat first to United
States trade and the health of its manufacturing and agricultural
industries and second to the safety and soundness of the United
States financial system.

The Committee has developed this bill in an effort to address
those threats to the economic well-being of the United States. At
the same time, it is the view of the Committee that the provisions
in this bill are consistent with the long-term interests of the devel-
oping nations themselves. Lessons have been learned during the
last decade about the process of economic development and about
the uses of capital in developing and developed nations alike.
While there may not be universal agreement about the nature of
those lessons, there is widespread agreement on some changes in
economic policy and development emphasis which would benefit
the developing nations. The Committee has attempted to draft leg-
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islation which simultaneously responds to the economic concerns of
the United States just articulated and to the growth and develop-
ment needs of the debtor nations.

H.R. 4574 has three major components.

* First is a series of provisions intended to improve the perform-
ance of the World Bank and to expand the resources at its disposal
to aid debtor developing nations without additional cost to the
United States. The Committee endorses the position that the World
Bank should be a catalyst and lead institution in resolving the
international debt problem, with assistance from other multilateral
development banks.

Second is a series of provisions designed to increase world trade
and liberalize the trade regimes of the developing world in conjunc-
tion with assistance to them in reducing their debt burdens. This
portion of the bill also contains provisions intended to improve the
United States’ performance in acquiring procurement opportunities
arising from the development activities of the multilateral develop-
ment banks. Finally, the bill also calls for greater burden-sharing
by other industrialized nations in attempting to resolve the debt
problem.

Third, the bill calls upon the Treasury Department in conjunc-
tion with the Federal Reserve Board to evaluate the options which
the Congress should consider to deal with the commercial aspects
of the debt situation. The study is to be transmitted to the Banking
Committee within three months of enactment so that further con-
sideration of this crucial aspect of the debt situation and its impact
on 3he safety and soundness of the U.S. banking system can pro-
ceed. :

ProvisioNs oF THE BILL

Inereasing World Bank Effectiveness

" The legislation requires the Secretary of the Treasury to instruct

the U.S. Executive Director of the World Bank to pursue several
policy initiatives with other member countries of the Bank. The
intent is to create a more effective institution better suited to ad-
dressing the particular problems associated with the large external
debt accumulated by many of the developing countries.

-The bill envisions a new role for the World Bank as a catalyst
for mobilizing resources and fostering economic and development
policies necessary for future growth in the developing countries.
The Bank is the institution best suited to lead and coordinate a
continuing effort to ease and untimately help solve the debt crisis.
The World Bank: and the regional multilateral development banks
are critical to the success of the developing countries in achieving
the economic growth necessary for these countries to begin improv-
ing living standards.

At the same time, the Committee does not advocate abandon-
ment of the traditional role of the World Bank and the other multi-
lateral development institutions. Developing country direct invest-
ments such as that provided by MDB financed projects continue to
be of extreme importance. Project financing must continue to be an
integral function of the banks both because those projects foster
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economic growth and because they directly enhance the quality of
life for so many people in the developing countries.

Rapid Loan Disbursements

Section 201 of the bill recommends two policy changes, of limited
duration, intended to generate more rapid disbursement of MDB
project loans. The first advocates that the United States encourage
the full release of committed loan funds financed by the World
Bank at the time the first tranche payment would normally be for-
warded to the borrower country. The funds would be released to
the central bank of the borrower in cases where the Bank deter-,
mined that rapid disbursement was appropriate and when a fast-
forwarding of the disbursement schedule was requested by the
country. The bill urges the U.S. representative to the Bank to seek
an end to this rapid disbursement program after a period of four
years. The full release of such commited but undisbursed loan
funds would, however, be subject to the following conditions.

—The establishment and maintenance of adequate accounting
safeguards to ensure that all terms of the respective loan
agreements are upheld;

—That the recipient country presents the World Bank with de-
tailed information on how the additional funds received under
an accelerated disbursement schedule will contribute to long-
term economic growth;

The second major provision of this section calls on the U.S. to ad-
vocate that the multilateral development banks finance an in-
creased percentage share of already approved project loans. Cur-
rently the banks finance most or all of the foreign exchange compo-
nent of the project cost and the borrowing country furnishes the
remainder or counter-part financing. Under the formula stipulated
in the legislation the banks would agree to finance a portion of the
counter-part funding requirement. The advantage of such an ap-
proach would to free up some foreign exchange, currently being set
agide to meet counter-part funding requirements, for other uses.
The Committee believes that this would allow greater leverage of
limited capital for internal investment purposes.

The purpose of the rapid disbursement plan highlighted above is
to present the opportunity to the develolping countries of accessing
larger amounts of investment capital in the short term. Presently,
the developing countries are facing a significant shortage of the
hard-currency reserves necessary to purchase needed imports or to
provide adequate internal investment. In order to achieve the eco-
nomic growth necessary to improve standards of living in the LDCs
and meet their debt service obligations investment capital is
needed on a scale not currently being realized from private and’
public sources. The World Bank in particular has the resources.
available to successfully implement a short-term, rapid disburse-
ment schedule.

The Committee is aware of the potential risks involved in fast-
forwarding loan disbursements. The present gradual disbrusement:
schedule helps to ensure that the funds loaned are used for their
intended purpose and that procurement guidelines are followed.
However, the Committee believes that it 1s possible to implement.
accounting safeguards which will give the borrower country earlier
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use of the additional financing that would be provided. In addition,
while the Bank might realize a lessened degree of leverage with re-
spect to a particular project, irresponsible use of rapidly disbursed
funds by a borrower country would likely make it more difficult to
gain access to additional Bank lending in the future.
" The combined impact of the two mechanisms outlined above
would be significant over the short to medium term. At a time
“when decreased development capital flows to the developing coun-
tries are making it extremely difficult for these countries to gener-
" ate the economic growth necessary, rapid loan disbursements, and
higher project cost financing will serve to ameliorate present cap-
ital inadequacies.

Structural Adjustment Lending

The bill directs the Secretary of the Treasury to instruct the U.S.
Executive Director of the World Bank to increase the amount of
" structural adjustment lending currently being undertaken by the
Bank. It calls for this increase in structural adjustment lending to
be additional to the ongoing role of the Bank in financing specific
development projects. This section also requires the United States
to pursue the establishment within the World Bank of a fund for
. the purpose of making small-scale credit available to low-income
entrepreneurs in the developing countries. Finally, the legislation
calls on the Secretary of the Treasury to report within a year on
the efficacy of structural adjustment lending in encouraging the de-
veloping countries to undertake economic reform. This report must
also include information on the impact of structural adjustment
lending on the lowest income groups in the LDCs.
. Structural adjustment lending is designed to support developing
countries who undertake needed macro-economic reforms which
lead to more efficient and sustainable development. It is now gen-
erally acknowledged that some of the domestic policies in place in
the developing countries have served as a significant impediment
to development. The domestic policy mix in each of the developing
countries has become more critical in the 1980’s because of the
impact of external factors such as radically lower commodity
prices, historically high real interest rates, lower external capital
inflows and the worldwide recession of the early 1980’s. The World
Bank’s structural adjustment lending program serves to help coun-
tries make the economic adjustments necessary to encourage inter-
nal investment and expand economic:growth through the more effi-
cient use of available resources. The foreign exchange provided by
the loan itself is intended to moderate the sometimes negative
impact over the short-term brought on by implementation of these
economic reforms. ’
Many of the developing countries recognize that long-term eco-
nomic policy reforms are needed, but they are reluctant to under-
“take these reforms because of the internal political and social diffi-
culties of doing so. Because the adjustment process can often be a
painful one and may impact disproportionately on the lowest
. income groups, the Committee believes that the Bank should devel-
op new innovations to minimize this adverse effect. One innova-
tion, specified in the bill, requires the creation of micro-enterprise
lending guarantee arrangements to encourage private-sector lend-
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ing to small-scale entrepreneurs. Additional approaches not specifi-
cally outlined in the bill could include seeking alternative funding
sources for domestic programs which benefit particularly vulnera-
ble groups such as small-scale agricultural producers or basic-
health care providers.

The Committee believes that structural adjustment lendmg
should be consistent with environmentally sound development
practices including the sustainable long-term management of natu-
ral resources. Domestic policies in the developing countries as well
as specific development projects encouraged by official development:
agencies which disregard or minimize the environmental impact of.
development can produce negative consequences for long-term
growth just as much as can inefficient macro-economic policies. De-
veloping countries today are experiencing resource deterioration—
deforestation, soil erosion, desertification, and the like—which neg-
atively affects their future agricultural productivity, energy supply,
water quality, and other necessities of sustained development. The
debt crisis places an additional premium on sound resources man-
agement: lending for development or structural adjustment should
be carefully scrutinized with this criterion clearly in mind, and
past gains in resource conservation and environmental protectlon
should be preserved. The Treasury Department should therefore
continue to seek enhanced emphasis on environmentally sound de-
velopment within World bank lending programs.

This section also calls on the United States to seek the estabhsh-
ment of a small-scale credit program fund within the World Bank.
Testimony received by the Subcommittee on International Develop-
ment Institutions and Finance indicated that a great deal of entre-
preneurial initiative exists among the poorest income groups of the
developing countries but that this initiative is often stifled because
these low-income groups have inadequate access to credit. Pro-
grams which have provided access to credit for relatively small bor-:
rowers have enjoyed significant success with comparatively low in-
cidences of default. However, the lenders currently present in most
of the developing countries are much more oriented to large bor-
rowers, loang to whom tend to be more profitable. The Committee
therefore believes that establishing a specific program within the
World Bank to help meet the needs of small-scale borrowers would
be a necessary and worthwhile addition to its lending program. The.
fund established in the Bank while likely to relatively small in size’
could help provide financial incentives for countries to maintain
small-scale credit programs as well as providing technical assist-:
ance.

The Committee believes that the reporting requirement will be a:
useful tool in at least two respects. First it will serve to keep the
Congress better informed on both the efficacy and impact of struc-
tural adjustment lending. Second, the reporting requirement will
provide the Treasury Department with an opportunity to make a
thorough analysis of this type of lending program and thereby helpy
govern future U.S. policy in this area.

Reducing Capztal Flight

The first provision of this section states that it is the sense of the
Congress that past and continuing transfers of capital from the de-
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veloping countries is a major component of the ongoing debt crisis.
It calls on the U.S. Executive Director of the World Bank to initi-
ate discussions at the Bank to generate the development of propos-
als which would help these capital transfers through the enhance-
ment of incentives to invest funds domestically rather than exter-
nally. The second provision instructs the U.S. Executive Directors
to the multilateral development banks to seek an increase in each
bank’s financial sectoral lending program.

‘Reducing the incidence of capital flight from the developing
countries must be considered a priority in the policy advisory role
undertaken by the MDBs. Capital flight has contributed signifi-
cantly, in the case of some countries as much as 50%, to the exter-
nal debt of the developing nations. This condition exacerbates debt
servicing difficulties as well as dramatically reducing available in-
ternal investment resources. Part of the reason for the large invest-
ment of capital invested outside the developing countries is the at-
tractive investment climate generally in the industrialized coun-
tries, particularly the United States. However, this condition clear-
ly implies the other part of the problem—there are in place in the
developing countries themselves numerous disincentives to keeping
capital at home.

The Committee believes therefore that much of the flight capital
problem can be alleviated through the active participation of the
multilateral development banks. The banks can do this by trans-
mitting policy advice and through direct encouragement of finan-
cial sector reforms via their sectoral lending programs. Through
such means as encouraging and helping to actually establish or en-
large capital markets and enhancing savings incentives in the de-
veloping countries the MDBs can help discourage capital flight
from the developing countries.

Increasing World Bank Lending Resources

The legislation requires the Secretary of the Treasury to enter
into negotiations with the other member countries of the World
Bank to seek the establishment of a new World Bank lending affili-
ate. This section further provides that the Secretary of the Treas-
l\;ry lzeport on the need for a general capital increase for the World

ank,

The Subcommittee on International Development Institutions
and Finance initially considered advocating a change in the overall
gearing ratio of the Bank from the present 1:1 to as much as 2:1.
However, the Subcommittee received testimony from a number of
expert witnesses which suggested that this means of expanding the
Bank’s lending capacity was not advisable at this time. Their
reason for opposition to such a gearing ration change was the pro-
jected adverse reaction of current and potential investors of World
Bank bond issues. Witnesses also noted the serious technical diffi-
culties arising from a change in the gearing ratio, including the
need to establish a two-tiered bond issuance system based on those
bonds outstanding versus those to be issued under a new gearing
ratio. The conclusion of the Committee is therefore that the poten-
tial risk involved in a change in the Bank’s gearing ratio with the
possible result of a significantly higher cost carried by the loans ex-
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tended to the developing countries makes it unadvisable to change’-‘
the gearing ratio at this time.

The creation of a new World Bank lending affiliate more hlghly
leveraged than the present gearing ratio allows the Bank to be i¢
considered by the Committee to be a worthwhile means of directing
more investment capital to the development countries. In addition,
it provides a valuable means of gaining operating experience with
a development bank using a more highly leveraged gearing ratio
than 1:1. The bill provides that this new affiliate would operate
with up to a 5:1 gear ratio initially capitalized with $1 billion from-
existing World Bank resources. If its initial captalization were le-
veraged at 5:1 the new affiliate would effectively generate an addi-
tional $4 billion in new lending to the developing countries. The
creation of this institution would not require any new expendlture’
by the U.S. government.

The Committee does not envision that this new lending affiliate
would generate a loan portfolio different from the World Bank-
itself. Its loans would be expected to receive the same careful scru-
tiny of those offered by existing Bank lending programs and would
be designed to achieve the same purposes. The Committee would.
also make clear that neither the capitalization nor the operations
of this new affiliate are intended to detract from the existing oper-
ations of the Bank. Capitalization should not affect any contribu-
tion the Bank might make from operating profits to IDA or the
Special Facility for Sub-Saharan Africa.

Establishment of a new Bank affiliate is not intended to preempt
in any way the potential consideration or negotiation of a General
Capltal Increase for the World Bank. As indicated by the above dis-
cussion this new experimental entity will be limited in scope and
in its ability to generate additional capital resources. Its creation is
distinct from any possible need for a General Capital Increase.

This section of the bill also requires the Secretary of the Treas-
ury to conduct a study on the need for a General Capital Increase
for the World Bank. The study is to be completed and a report
made to Congress on the findings of that study no later than 60 days
after enactment. The report to Congress is to include a detailed ex-
planation of the need for a GCI and when such an increase might
be submitted to the Congress. In addition, the report should discuss
the feasibility of structuring a capital increase exclusively with
callable capital.

The Committee believes that the expanded role to be undertaken
by the World Bank in helping ease the effects of the debt crisis, as
well as the lessened availability of sources of external finance to
which the developing countries have access, has increased the like-
lihood that a capital increase for the Bank will be negotiated. A
study and report on this issue will help serve to keep the Congress.
better informed as to the reasons for such an increase should it
prove to be necegsary. The thorough analysis of the feasibility of
undertaking a GCI with no paid-in capital component and conse-
quently no budgetary impact for the United States would also
assist in Congressional and Administration deliberations on the
budget deficit.
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Increasing World Trade and Economic Growth: U.S. Policy Objec-
tives

‘Section 301 of the bill states the sense of the Congress that ex-
pansion and liberalization of trade can make an important contri-
bution to developing nations and to sustained growth throughout
the world. To help achieve this goal, the bill establishes a policy for
the United States which requires that any assistance provided to
developing nations from the United States be consistent with and
supportive of long term trade liberalization in those countries and
in worldwide markets.

The Committee believes that U.S. trade policy must be carefully
articulated in law. In the past, the United States has failed to ar-
ticulate a consistent policy on the critical link between the out-
standing debt of the developing world and the health of the inter-
national trading system. While the recent Baker initiative an-
nounced in Seoul, Korea last October, is a refreshing attempt at
policy articulation by the Reagan Administration on the developing
country debt problem, it still lacks clarity, notably in the key area
of trade policy. Congress must assume increased responsibility for
policy articulation in this critical area to insure appropriate con-
sistency in U.S. efforts over time.

The Committee believes that increasing the volume of world
trade and stimulating worldwide economic growth is essential to
bring about a lasting resolution to the debt crisis in the developing
world. Trade is the engine for world growth. The expansion of
trade stimulates growth by opening new markets and improving
economic efficiency. In each year since the end of World War II,
trade has expanded more per year than world output.

The policy objectives set forth in Section 301 of the bill reflects a
deep concern of the committee over the fact that trade expansion
and economic growth have become secondary goals to the debt
servicing needs of developing countries. To earn foreign exchange
to service their debts, developing countries have expanded exports
while severely constricting imports. This has slowed growth and de-
velopment in their own economies and prevented an expansion in
volume of two-way trade with other nations. If this pattern per-
sists, we believe it will eventually have a serious negative effect on
world growth. N\

The problem ‘was summed up accurately by Alan Wolfe, former
Deputy U.S. Trade Representative, in his March 19th testimony on
this legislation:

The function of the international financial system seems
to have become inverted. In the 1970’s, the international
financial system existed to finance trade and development.
In the 1980’s, trade exists to a large degree to service the
debt accumulated during and up to the 1970’s. As a result,
the growth of developing countries has been curtailed and
a great source of growth in world prosperity during the
1960’s and 1970’s has been prevented from performing this
role in the 1980’s.

The committee realizes that the policy objectives set forth in the
bill cannot be achieved overnight. Heavy indebtedness in the devel-
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oping countries makes achievement of trade and growth objectives
in developing countries particularly difficult. Nevertheless, the
policy objectives set forth in this legislation are properly ordered.
We must give the highest priority to trade expansion and economic
growth in the future. This will reap long term benefits for both de-
veloping and developed nations of the world.

The U.S. economic interest in such a reordering of priorities is
clear. One third of the unprecedented $150 billion 1985 U.S. trade
deficit was with developing countries. This is an amount equal to
1.4 percent of the U.S. gross national product. The Overseas Devel-
opment Council estimates that nearly 1.6 million U.S. jobs—or
nearly 19 percent of official U.S. unemployment—have been lost
since 1980 due to the recession in the developing world. The U.S.
manufacturing sector, in particular, has been hard hit by the
growth crisis in the third world. Eight of the ten largest U.S. man-
ufacturing export industries showed declines in exports to the third -
world between 1980 and 1984.

Expanding world trade and stimulating growth through the Multi-
lateral Development Banks '

The Committee believes that the multilateral development banks
have a key role to play in expanding world trade and stimulating
growth. Section 301(c)1) of the bill directs the Secretary of the
Treasury to instruct the United States Executive Directors of the
multilateral development banks to initiate discussions with other
directors of their banks to propose that all new loans or guarantees
be consistent with, and in all feasible cases be conditioned upon,
the reduction of existing trade and investment barriers or limita-
tions on access to the markets of developing countries. Section
301(c)2) of the bill further instructs the U.S. Executive Director to
vote against any loan which would be inconsistent with the long
term advancement of trade liberalization and increased marekt
access within developing countries. :

The Committee believes that additional public and private re-
sources are necessary to put developing countries back on a growth
path again. But we also believe that the sine qua non for these re-
sources must be increased trade and investment opportunities in
developing countries for the United States and others around the
world. (With respect to direct investment, see also the discussion
below on Sections 501-509 on the proposed Multilateral Investment
Guarantee Agency). y

The Committee gave very careful consideration to the advisabil- -
itfy of including in law a strict prohibition against the U.S. voting
of loans which are inconsistent with trade liberalization. We realize
that is it not possible or desirable for developing countries to
remove all of their barriers to trade and investment over the short
term. We also realize that in some instances trade and investment
barriers play an important developmental role necessary to stimu-
late long term growth in developing economies.

At the same time, the Committee regards the trade conditional-
ity in developing countries have pursued protectionist economic
policies that are harming their own economic development as well
as limiting U.S. exports. The strong reliance on excessive import
substitution, infant industry protection, investment performance:
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requirements and severely restrictive import quotas in many of
these countries is counterproductive to their own long term eco-
nomic interests.

When analyzing proposed loans to these countries which have a
bearing on some aspect of trade policy, then Committee expects the
U.S. Executive Director to vote against loans or loan guarantees
which increase trade and investment barriers in a developing coun-
try, or involve the perpetuation of an existing trade or investment
barrier which cannot be justified as part of an overall developmen-
tal policy for that country which contributes to international eco-
nomic growth.

The Committee understands that it is not possible to require that
every loan or loan guarantee through the multilateral development
banks include a particular trade liberalization component to the
loan. The committee does not intend for the U.S. to vote against
individual loans which would not normally be expected to involve
some trade component. The committee understands that the deci-
sion on how the U.S. will vote on such loans must be determined
accordingly to other criteria specified in the law.

Improving U.S. Procurement Opportunities in the Developing World

U.S. firms have access to considerable business in developing
countries because of the projects and funding made available
through the World Bank and other multilateral lending organiza-
tions. In 1984, U.S. procurement related to World Bank projects in
developing countries totaled over $800 million. These procurement
activities constitute exports and help to reduce the U.S. trade defi-
cit.

While this is an impressive record, the Committee believes that
we are losing many competitive opportunities associated with mul-
tilateral development bank lending to our foreign trading partners.
The comparatively more aggressive pursuit of export opportunities
on the part of some of our major trading partners is reflected in
procurement shares as a percentage of contribution to these lend-
ing institutions. The United States contributes 20% of the total
-funds to the World Bank and gets back 16.9% of total procurement
of that institution. In contrast, the French contribute 5.5% of total
funds, but receive 6.8% back in total procurement, and the Japa-
nese contribute 6.5% of total funds to the World Bank, but get
back 17.1% of total procurement. It is clear that expanded export
opportunities are available through the multilateral development
banks for U.S. firms.

Section 301(f) of the bill mandates the Secretary of the Treasury
to work with the appropriate U.S. government agencies to arrange
for the appointment of a foreign commerce officer to serve with
each of the United States Executive Directors of the multilateral
development banks. The primary mission of these individuals will
be to promote opportunities for export of U.S. goods and services.
The bill mandates that the U.S. Executive Directors to the multi-
lateral development banks take the necessary steps to assure that
U.S. firms are fully informed of and assisted with bidding opportu-
nities in countries receiving loans from multilateral development
banks and to see that any complaints from U.S. bidders regarding
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multilateral development bank contracts are full investigated to -
insure fair treatment of U.S. firms. ‘
The Committee intends the Secretary of the Treasury to assume
the primary responsibility for seeing that the directives in the bill
relating to procurement are fully implemented. While we believe it
necessary and desirable for the Treasury to involve and coordinate
with other agencies of the government to achieve the prescribed
mandate, we intend to hold the Department of the Treasury full
accountable for future procurement performance.

Increasing World Bank-GATT Cooperation

Subsections 301 (@) and (e) of the bill direct the Secretary of
Treasury and U.S. Executive Director of the World Bank to take
actions to achieve closer coordination of World Bank programs
with actions taken by the Contracting Parties to the General
Agreements on Tariffs and Trade (GATT). The Committee believes
that actions taken under the General Agreements on Tariffs and
Trade which have the effect of liberalizing the trade regimes of de-
veloping countries should be rewarded by additional developmental .
assistance from the World Bank. In addition, the bill urges that the
World Bank strive to take maximum advantage of the expertise of -
GATT personnel in conducting the country-by-country reviews as-
:ﬁgia;?ltli with expanded structural adjustment lending advocate in

is bill.

The Committee believes that the GATT possesses the trade ex-
pertise necessary to make judgments regarding the trade policies of
developing countries which should be evaluated as a condition for
increased debt assistance or relief. The committee also believes
that the World Bank should make increased efforts to ensure that
commitments by developing countries to long term trade liberaliza-
tion are communicated to the Contracting Parties of the General
Agreements on Tariffs and Trade for their consideration.

The Committee believes that developing countries have an im-
portant stake in another round of trade negotiations under the
General Agreements on Tariffs and Trade. The outcome of those
negotiations will have a key role to play in the future management
of the debt overhang presently inhibiting growth in thelde:elopmﬁ‘
world. The committee is concerned about the present reluc za,nc::hi)a .
the part of developing countries to participate ac}tllv%y o aBI:aglk s
round of trade negotiatons under the G.AT.T. If t fe or e
to adequately perform its new role as a catalyst ior resoe %ater‘
growth crisis fin t}:ie' deiveloplng tYVOI'sl‘}’n 1tth;n(‘;sz rei‘n’f‘ourag gr

icipation from developing natior AL
pall.',tiﬁ?:li;ation and ratignalization of developing country trade "?1
gimes through the G.A.T.T. process will not only have be!‘eﬁff‘.al- -y
focts for developing countries through enhanced Oy ﬁ)rlecgf;ﬁ
cy, but can also serve as an important mechanism

greater protectionist tendencies in industrialized nations.

Responsibilities of the Developed Nations—Greater Burden Sharing.

i i j tes and other de-
T mmittee recognizes that the United Sta >
velc};)eeclc(:lations have a resporilmbkl)l'lltlydto1 purspte. t:%;;rgplz{‘gc% be;cég:
i licies. Section 302 of the bill declares 1 ] e
?i(\)r?lgf ‘z(})léc’llfnited States, in its participation in economicC summits
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and international meetings, to encourage industria i
pursue policies which will promote gon-inﬂatiroln;r;ou:ctgxll%smgg
%rig;tghggﬁhfa%li%tg éxt-ade. lin this regard, the Committee recog-
e United States has a inimi
acrtgﬁnspwhicjl United States ha responsibility to minimize trade
e President and Secretary of Treasury are speci i

to seek negotiations with West Ger‘mal?;r, thepffﬁﬁiegl}lr{?ﬁg?gfnd
France, and Japan to coordinate macroeconomic policies to ro-
mote non-inflationary growth and stable exchange rates topin-
crease the size of the market for exports from the U.S. and (’ievelop-
ing countries, to promote growth-oriented economic policies, and to
encourage both developed and developing countries to base’ th
onTlif.lagced foreign and domestic demand. grow

The Committee feels that other leading ind iali i
particularly Japan and the European Cogmmulztsiz;la;zsgt I;asglttl)rlrllsé
larger burden-sharing for the problems of develoi)ing countries
The Committee feels that the United States has done more than its
fair share to bear the burden of the debt of the developing world
The United States is the most open market in the worlIch tg mor ;
facturing exports from developing countries. In 1984, the Unai?;i

 States bought 62 percent of all manufactured product’s shipped b
developing countries to the industrialized world. In contrggt f;hy
European community bought 23 percent, and the Japanese onl g
percent. As pointed out by Harvey Bale, Assistant U.S. Trade Ry
resentative, in his March 19 testimony on this bill, “export ep%
ﬂ;f:ﬁ%;:g{igsﬂari cr%fcical hfor LDCs both because their prIiJcessaz?e

to fluctuation than commodities and because expandi
g;:.r,l’ufacturmg production is so important to the developmell)lt I;i;gcg

Section 302(c) of the bill specifically direc
Treasury to work in conjunctign with %’he 1S.fgectrset:ge (?fEa %'etary o
initiate consultations with Japan, West Germany i nergy, o
United Kingdom, and any other country which holdys’ degglgt:‘ec’lefr}e‘f—
oping countries to explore options for reducing the debt burden of
developing countries which export oil. The Committee is deeply
g:oncerned that the recent fall in oil prices will have a severe
impact on the ability of oil exporting debtor nations to cope with
th_elr debt problem. The Committee feels that industrialized coun-
tries should make every effort to purchase additional oil from these
countries for stockpiling. Among the debtor nations critically af-
%egte% by the drop in oil prices are Mexico, Venezuela, Nigeria and

uador.

In addition, the Committee urges consideration of innovative
ways of using the oil reserves of developing countries as collateral
for new loans to developing countries or as payment for existing
debt. of such countries. In this respect, the Committee urges the
‘Secretaries of Treasury and Energy to work with the private banks
to explore implementation of such strategies. In addition, the Com-
mittee urges the Secretary to draw on the expertise of the Interna-
tional Energy Administration in coordinating international strate-
gies by the industrialized natios for the purchase of oil from the
developing world. We believe that such coordination can increase
the energy security of the United States and our allies.
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Should the United States agree to purchase additional oil from
developing countries as part of this international strategy, the bill
directs the President, to the maximum extent possible, to arrange
for acquisitions of petroleum from debtor developing countries
through the barter of surplus agricultural commodities. The Com-
mittee recognizes that this will not be possible, or advisable, in
every instance, but does expect this option to receive active consid- .
eration in discussions with oil exporting debtor developing coun-
tries. In particular, the Committee emphasizes that it is not our in-
tention to force oil-producing nations to accept agricultural goods
that they are not currently purchasing and that do not contribute
to the economic well-being of the country. The Committee does not
intend any such bartering to adversely affect necessary incentives
for local producers to grow agricultural commodities needed by
that country.

Providing Private Capital to Developing Nations

The Committee view is that private capital sources bear a re-
sponsibility to provide a major component of the capital needed by
the developing world. The paradox inherent in the debt situation is:
obvious. These developing nations are in debt trouble because they
have already borrowed excessively, or used their past borrowings
unwisely. Yet the clearly must have additional capital if they have
any hope of resuming sustained growth and regaining a sound eco-
nomic footing over the long-term. Some of that additional capital
can only come from still more borrowing, whether from public or
private sources.

The debtor nations’ situation is analogous to that of an insolvent
private company which must borrow additional capital from its
creditors in order to reorganize and achieve long-term financial vi-
ability. Private banks are accustomed to lending in those circum-
stances when they are persuaded that the management of the in-
debted company is now pursuing appropriate policies.

Since the announcement of the Baker initiative last October, a
number of major U.S. commercial banks have indicated their will-
ingness in principle to extend additional financing to indebted de-
veloping nations. In practice, negotiations are being actively pur-
sued between committees representing the creditor commercial
banks and a number of the individual debtor nations. Those negoti-
ations are intended to culminate in multi-year rescheduling agree-
ments (MYRA’s) affecting existing debt. Some of the MYRA’s re-
cently consummated are characterized by lowered interest rates,
stretched-out repayment terms and new grace periods for loan re-
payments. ‘

To date, these renegotiations of outstanding debt have continued -
on an ad hoc or country-by-country basis that typified the response’
to the debt crisis during its first phase beginning in 1982. The
Baker initiative, despite its rhetorical commitment to a major com-
mercial bank component in a comprehensive resolution of the debt"
situation, has not yet succeeded in altering this fundamentally ad
hoc approach. :

It is the view of the Committee that the magnitude of the devel-
oping country debt held by U.S. commercial banks requires a more-
clearly articulated and genuinely comprehensive response. While a
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number of banks have taken steps to reduce their exposure from
international lending, the overall exposure of U.S. banks remains
extremely large. As noted earlier, some $134 Billion is now owed to
U.S. commercial banks by developing nations. And, as just noted, it
will be necessary for this exposure to grow in some cases in order
for these countries to regain viability as economic partners and at-
tempt to repay their debts.

In this context, the Committee is persuaded that the Treasury
Department and the banking regulators have a responsibility to
carefully and completely evaluate the options for regulatory or
statutory change which should be considered by the Congress in
order to deal with this outstanding commercial debt accumulated
by the developing nations. Section 401 instructs the Secretary of
the Treasury, in conjunction with the Chairman of the Board of
Governors of the Federal Reserve System and the Comptroller of
the Currency, to conduct a study with that objective. .

The Committee intends for the Secretary to work closely with
both the Federal Reserve Board and the Comptroller in evaluating
the options for dealing with developing nation debt held by com-
mércial banks. The Committee would also emphasize the language
in Section 401(a) of the bill which states the purpose of the study is
to explore changes which might be necessary for a lasting solution
to the debt crisis “consistent with both increased growth in debtor
nations and increased stability of the United States financial
gystem.”

Toward that end, the Committee intends for the Secretary to
conduct a wide-ranging study which examines those options specifi-
cally enumerated by the Committee and any other options which
plausibly could achieve the objective just described. Among the
topics specifically mandated for study are longer writeoff periods
for losses associated with developing country debts, encouragement
of a secondary market for such debt, creation of a discount facility
for developing nation debt, or creation of a new fund or funds to be
administered by the multilateral development banks. The bill also
specifically directs the study to address the possible role of the
World Bank in any options evaluated by the study for increasing
the utilization of domestic and international capital markets
beyond the commercial banking industry.

During Committee consideration of the bill, an amendment was
offered by Rep. Schumer and rejected by voice vote which would
have mandated a study of the debt problem by the Federal Reserve
‘with two goals: first, to achieve an actual writeoff of existing devel-
oping country debt held by commercial banks; and second, to cali-
brate that writeoff so that debtor countries will not be required to
spend more than 25 percent of their annual export earnings on
debt servicing payments. The Committee rejected that approach for
several reasons. First, for the Congress to legally permit any class
of debtors to limit their debt servicing payments based on their
ability to pay would be an extraordinary precedent which almost
certainly would invite other classes of debtors to seek similar treat-
ment. The end result of that process would raise serious questions
both for the safety and soundness of the banking system and for
the reliability of private commercial contracts in general.
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Second, even if the general concept of limiting the developing na-
tions’ obligation to service their debts based on their ability to pay
in any given year were acepted, there was no agreement within the
Committee that the 25 percent figure was an appropriate level. It
was pointed out in debate, for example, that some debtor countries
are currently servicing their debts at a higher proportion of their
export earnings than the 25 percent figure. Legislating a lower
limit would needlessly curtail their payments without a clear ra-
tionale. On the other hand, some nations admittedly are in such
poor financial straits that they might have difficulty even main-
taining the 25 percent level while simultaneously achieving sus-
tained growth. Only a small number of countries have unilaterally
limited their debt service payments to a percentage of their export
earnings, and they do not agree on the 25 percent figure. A further
argument against the linkage of export earnings and repayment re-
quirements is that such a link could act as a development disincen- .
tive since debtor nations could understandably make the judgment
that protecting inefficient industries and failing to develop new in-
dustries would not be economically penalized.

Third, Members of the Committee were not persuaded that the
need for any accelerated or mandated writeoff by commercial
banks of these debts has yet been established. The ongoing process
of country-by-country negotiations mentioned above has avoided
outright defaults to date. Moreover, the debtor nations themselves
have not taken the public position that there should be such an en-
forced writeoff of their underlying obligations, but have focussed
instead on achieving assistance in meeting their cash-flow prob-
lems associated with the servicing of that debt. In that regard, it is
important to make the distinction between repayment of debt prin-
cipal and servicing of the interest obligations associated with these :
loans. The official position of most developing country governments
is not that they should be relieved of their underlying obligations
eventually to repay the principal amount of their loans. Instead, it
is their position that they need assistance in the near-term in serv-
icing the interest payments on the loans,

In rejecting the proposed amendment, the Committee neverthe-
less agrees that the issues raised by the amendment, including the
issue of whether there should be any link between a country’s
export earnings and its debt servicing and whether some acceler-
ated writeoff of these loans is necessary, are important issues
worthy of careful evaluation within the Treasury study mandated
by the bill. The Committee therefore expects the Secretary, the
Chairman of the Federal Reserve and the Comptroller to address
those issues fully in the study.

The bill directs the Secretary of the Treasury to transmit the
report to the House and Senate Banking Committees within three
months of the enactment of this legislation. .

Section 402 in addition calls upon the Secretary of the Treasury
to instruct the U.S. Executive Directors of the multilateral develop-
ment banks to initiate discussions with their counterparts in the.
Banks to propose greater use of co-financing in order to achieve en-
hanced commercial bank lending to developing nations. Finally,
the section calls for U.S. leadership in the World Bank in increas-
ing the Bank’s role as the originator and coordinator in generating
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new capital and capital instruments to benefit developing coun-
tries.

Multilateral Investment Guarantee Agency

At the request of the Administration the Committee included au-
thorizing language for U.S, participation in the Multilateral Invest-
ment Guarantee Agency (MIGA). However, the sections of the Ad-
ministration request which would actually authorize the United
States to subscribe to and pay for its negotiated number of shares
in MIGA were deleted from the reported legislation. While the
Committee supports U.S. participation in the MIGA it believes that
no budgetary authority is necessary at this time.

The MIGA is an international institution affiliated with the
World Bank and designed to encourage the flow of direct invest-
ment to the developing countries. It will issue guarantees against
non-commercial risks, carry out a wide range of activities to pro-
mote direct investments, and encourage sound investment policies
in member countries. The Committee believes that it will help
strengthen the private sector in the LDCs and will help to ulti-
mately alleviate some of the pressure being experienced by the de-
veloping countries to take on more debt by replacing debt with

- equity investment.

It will provide political risk insurance against loss in the event of
expropriation, war and civil disturbance and certain breaches of
contract. MIGA will also cover currency transfer risks. Its expro-
priation insurance will cover not only outright expropriations, but
also “creeping expropriations,” such as regulatory measures which
are in fact expropriatory. This provision of insurance coverage
should help stimulate otherwise sluggish current foreign direct in-
vestment flows.

In its financial operation and organizational strucutre the MIGA

-will be similar to the multilateral development banks. It will oper-

ate on sound financial principles and insure only economically
-viable projects. Developing countries as shareholders will have a
‘significant financial stake in the success of the MIGA. Voting in
the MIGA will be linked to the total number of subscribed shares,
with developing countries having a specified percentage of the
~votes during a three year transition period.

" Inter-American Development Bank Merger of Inter-Regional and Or-
dinary Capital

This provision was included as requested by the Administration.
Because this capital merger requires an amendment to the charter
of the Inter-American Bank Congressional action is required. This
change will strengthen the financial position of the Bank but does
not alter the institutions character or purposes.

Prior to 1976, the IDB had only an ordinary capital window, and
‘covenants in certain long-term borrowings prevented total IDB bor-
rowings from exceeding the callable capital of the United States.
When the IDB’s Articles were amended in 1976 to permit entry of
non-regional countries, IDB Members decided to create a new cap-
ital window—inter-regional capital—to permit the IDB to borrow
against the capital of these new members. The long-term ordinary
capital borrowings are expected to be retired by the end of 1986.
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The IDB therefore would like to merge the ordinary and inter-re-
gional capital Merger will mean a single capital window backed by
consolidated resources and possibly improved access to financial:
markets on more favorable terms. -

Waiver of Country Program Limitations Under Certain Conditions

This provision, adopted by the Committee in the form of an
amendment offered by Mr. LaFalce, would permit the waiver of ne-
gotiated country limitations to access IDB lending if the Executive
Directors agree to do so. This initiative is applicable to the U.S. ne:

- gotiating position for the next IDB capital increase negotiations.

Under the present capital increase' agreement negotiated several
years ago various IDB borrower countries are limited in how much
IDB lending they may receive during the life of the capital in-
crease. This limitation was agreed to in an effort to protect coun-
tries’ access to IDB lending, particularly the smaller latin coun-
tries. This formula has, however, proved to be somewhat inflexible
in cases where the absorbative capacity of a country for IDB lend-
ing has been reached but when another may be able to use the
lending resource but cannot gain access due to the limitations im-
posed by the agreement. '

This provision would therefore allow the waiver of such a limita-
tion provided that agreement to such a waiver would not deprive
any other country of any resources which are available under the
formula adopted upon negotiation of the increase in resources and
the country for which the waiver would be made has a need for the
resources made available and the capacity to absorb such addition-
al resources.

SECTION-BY-SECTION SUMMARY AND DESCRIPTION OF THE
LEGISLATION AS REPORTED

Section 1. Short Title—The bill has the short title of “Interna-
tional Debt, Trade, and Financial Stabilization Act”

Section 2. Purposes.—The purposes of the bill are to alleviate the
international debt crisis, expand the world trade system, increase
the stability of the world financial system, and provide policy direc-
tion to the Secretary of the Treasury regarding the U.S. role in the
World Bank and other multilateral development institutions.

Section 3. Definitions.—This section provides necessary defini-
tions of multilateral development bank, World Bank, 'structural ad-
justment lending, and trade liberalization.

TITLE I—MEASURING THE IMPACT OF THE DEBT CRISIS ON
WORLD TRADE, DEVELOPMENT, AND FINANCIAL STABIL-
ITY .

Section 101. Findings.—This section makes findings to support
the purposes of the bill. In general, it finds that the debt crisis is a
threat to the health of the world trading system, stability of the
international financial system, and economic growth prospects of
the developing world. It finds that the Baker initiative on develop-
ing country debt was a positive policy shift which will require an
enhanced role of the World Bank and an increased commitment of -



29

{)ublic and private resources in order to be implemented successful-
y.

TITLE II—-INCREASING WORLD BANK EFFECTIVENESS

Section 201. Rapid Loan Disbursements.—This section requires
the Secretary of the Treasury to instruct the United States Execu-
tive Director of the World Bank to do two things to increase the
flow of capital into developing countries. It requires, first, that that
US. Executive Director propose that a temporary adjustment be
made in the disbursement practices of the World Bank to permit
the full release of committed loan funds to the central banks of de-
veloping countries. In order to receive accelerated disbursement,
recipient countries would have to put in place accounting safe-
guards to insure that the terms of project loan agreements are pre-
gerved, and describe how accelerated disbursement would contrib-
ute to economic growth. Second, the U.S. Executive Director would
be required to propose that the bank’s share of project loans could
be increased in certain circumstances.

Section 202. Structural Adjustment Lending.—This section di-
rects the U.S. Executive Director of the World Bank to propose an
increase in structural adjustment leriding. It requires the Secretary
of the Treasury to transmit to the Congress a report on the effec-
‘liveness of increased structural adjustment lending one year after
enactment.

This section also instructs the U.S. Executive Director of the
World Bank to advocate a small-scale credit program for low-
income individuals who have limited access to credit and to advo-
cate the creation of small-scale credit funds within the central
banks of developing nations receiving structural adjustment loans.

Section 203. Reducing Capital Flight.—This section states a sense
of the Congress that reducing capital flight from developing coun-
tries is an essential prerequisite to resolving the developing coun-
try debt crisis. It directs the U.S. Executive Directors of the World
Bank to develop proposals for both developing and developed coun-
tries to minimize capital flight from developing nations, and to pro-
pose increased lending by the World Bank to reform the financial
sectors of developing countries to enlarge capital markets and en-
courage domestic savings in those countries. )

:Section 204. Increasing World Bank Lending Resources.—This
section requires the President to initiate negotiations to amend the
articles of agreement of the World Bank to provide for the estab-
lishment of a bank subsidiary of the World Bank. This subsidiary
would be capitalized by the World Bank at $1,000,000,000, and
would be permitted to leverage its capital at a 5:1 ratio. This sec-
tion also requires the Secretary of the Treasury to conduct a stud
of the need for a general capital increase for the World Ban
which would be transmitted to the Congress no later than Novem-
ber 1, 1986, or sixty days after enactment, whichever occurs later.

. TITLE III—INCREASING WORLD TRADE AND ECONOMIC
GROWTH

Section 301. Trade Liberalization in Developing Countries.—First,
-this section states the sense of Congress that the prosperity of de-
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veloping nations and the United States is linked. It declares it to
be the policy of the U.S. that assistance to developing nations shall
be consistent with long term trade liberalization in developing
country markets.

Second, this section directs the U.S. Executive Director of the
multilateral development banks to: (1) propose that loans or guar-
antees from those institutions be consistent with reduction of trade
and investment barriers by developing countries, and specifically.
directs the Executive Directors to vote against loans which would
be inconsistent with the advancement of long term trade liberaliza-
tion and increased market access in developing countries; (2) keep
U.S. firms fully informed of bidding opportunities in countries re-
ceiving loans from development banks and provide assistance to
U.S. firms to fulfill the requirements of the bidding process, and to
investigate complaints regarding the awarding of procurement con-
tracts; (3) propose that the World Bank coordinate its actions more
closely with the General Agreements on Tariffs and Trade (GATT).

Finally, this section directs the Secretary of Treasury to arrange
for the appointment of a foreign commerce officer to serve with
each of the U.S. Executive Directors of the multilateral develop-
ment banks to help promote U.S. exports.

Section 302. Increased Trade and Investment in Developing Na-
tions.—This section requires that the Secretary of Treasury contin-
ue ongoing negotiations with Germany, the United Kingdom,
France, and Japan, as well as other OECD countries to coordinate
macroeconomic policies, achieve sustained non-inflationary growth..
in developed and developing countries, and encourage growth based
on a balance of foreign and domestic demand. It directs the Secre-
tary of Treasury to explore the possibility of increasing the amount
of oil purchased from developing countries by industrialized coun-
tries and encourages the acquisition of oil through the barter of
surplus agricultural commodities. ‘

TITLE IV—INSURING THE STABILITY OF THE
INTERNATIONAL FINANCIAL SYSTEM

Section 401. Private Capital Sources for Developing Nations.—
This section requires the Secretary of the Treasury, working in
conjunction with the Board of Governors of the Federal Reserve
Board and Comptroller of the Currency, to explore changes in the
structure of U.S. capital markets and the regulation of private fi-~
nancial institutions to help address the debt crisis in a manner con-
sistent with increased growth in debtor countries and increased
stability in the U.S. financial system.

The Secretary is required to report to the Congress three months
after the date of enactment with conclusions and recommendations
for action. He is specifically directed to analyze the following:

(1) Legislative or regulatory changes to permit longer write-
off periods by banks for losses associated with loans to debtor
developing countries;

(2) Ways to encourage the growth of a secondary market in
developing country debt;

(3) The advisability of the creation of a new fund adminis-
tered by the multilateral development banks in which shares:
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would be purchased by financial institutions to create new
lending capacity for debtor developing countries.

Section 402. Multilateral Development Bank Mobilization of Pri-
vate Capital.—This section instructs the U.S. Executive Director of
the multilateral development banks to propose increased use of co-
financing by the banks. In addition, the U.S. Executive Director of
the World Bank is instructed to initate discussions with the other
directors of that bank to propose that steps be taken to increase
the World Bank’s role as an intermediary and coordinator in gen-
erating new capital for developing countries.

Sections 501-509.—These sections comprise the ‘“Multilateral In-
vestment Guarantee Agency Act,” endorsing participation of the
United States in the proposed Multilateral Investment Guarantee
Agency (MIGA), except that participation will begin no sooner than
fiscal year 1988, and only to the extent budgetary resources are
made available by future action of the Banking Committee.

Section 601.—This section contains a technical amendment to the
Inter-American Development Bank Act authorizing the merger of
the Inter-regional and Ordinary Capital Resources.

Section 602.—This section requires the Secretary of the Treasury
to instruct the U.S. Executive Director of the Inter-American De-
velopment Bank to initiate discussions within that bank to propose
that a provision be included in future replenishment agreements
which would under certain circumstances allow the directors of the
bank to waive any country program limitations contained in re-
plenishment agreements.

STATEMENTS MADE IN AccorRDANCE WiTH HOUSE RULES

In accordance with clauses 20)2XB), 21)8), and 2(1)X4) of rule XI
of the Rules of the House of Representatives, the following state-
ments are made.

CoMMITTEE VOTE

(Rule XI, Clause 20X} 2)B))

H.R. 4574, as amended, was ordered favorably reported by the
Full Committee on April 22, 1986, by voice vote with a quorum
present.

OVERSIGHT FINDINGS AND RECOMMENDATIONS

(Rule XI, Clauses 2(1)(2) (A) and (D), and Rule X, Clauses 2(b) (1)
and (2) and 4(cX2))

The hearings conducted by the Subcommittee on International
Development Institutions and Finance yielded information and
data that support the Committee’s findings that the problem of de-
veloping country indebtedness has serious economic, financial, and

_political ramifications for the United States.

The United States is losing valuable export markets because de-
veloping countries must use their foreign exchange to service their
debts and thus cannot import goods. U.S. banks are dangerously
over-exposed to developing countries. Many newly established

democratic governments in developing countries are being threat-
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ened by declining standards of living brought on by the debt prob-
lem. Documentatioin to support these contentions is incorporated
in the findings and recommendations of the Committee, as ex-
pressed in the legislation and in earlier portions of this report.

The Committee finds that this legislation would assist in alleviat-
ing the debt problem facing developing countries and increasing
long term trade opportunities for the United States. The recom-
mendation of the Committee, therefore, is that the House pass H.R.
4574, as amended and ordered reported by the Banking Committee.

No formal oversight findings or recommendations have been sub-
mitted by the Committee on Government Operations. :

INFLATION IMPACT STATEMENT

(Rules XI, Clause 2(1X4))

The Committee estimates that this bill will not have any impact
on any inflationary trends in the national economy.

Cost ESTIMATE OF THE CONGRESSIONAL BUDGET OFFICE PURSUANT
10 SECTION 403 OF THE CONGRESSIONAL BUDGET AcT oF 1974

(Rule X1, Clause 2()(3)C)»

The Committee has received the following report from the Con-

gressional Budget Office:
U.S. CONGRESS,
CoNGRESSIONAL BUDGET OFFICE,
Washington, DC, April 28, 1986.
Hon. FERNAND J. ST GERMAIN,
Chairman, Committee on Banking, Finance and Urban Affairs,
U.S. House of Representatives, Washington, DC.

Dear Mr. CuarmaN: The Congressional Budget Office has re-
viewed H.R. 4574, the International Debt, Trade, and Financial Sta-
bilization Act, as ordered reported by the House Committee on
Banking, Finance and Urban Affairs on April 22, 1986. CBO esti-
mates that enactment of this legislation will have no significant
cost to federal, state, and local governments.

The bill authorizes the President to accept membership for the
United States in the Multilateral Investment Guarantee Agency
(MIGA). No funding is authorized for this program. The Adminis-
tration’s budget requested an appropriation of $44.4 million and
$177.6 million in callable capital in fiscal year 1987 for subscription
in the capital stock of MIGA.

The President also is ordered to initiate negotiations with mem-
bers of the World Bank to establish a new banking affiliate that
will be able to make and guarantee loans at a level five times the
amount of capital and surplus of the affiliate. The affiliate will be
capitalized with $1 billion from the World Bank’s capital account.
The bill also orders the Secretary of the Treasury to instruct the
United States Executive Directors of the World Bank, and the mul-
tilateral development banks to initiate discussions on expanding
world trade and stabilizing the international financial system. The
Secretary of the Treasury is also required to prepare three reports
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on economic reform proposals. CBO expects that the cost of prepar-
ing these reports would be insignificant.
With best wishes,
Sincerely, .
RupboLrH G. PENNER, Director.

CHANGES IN ExXisTING LAw MADE BY THE BILL, AS REPORTED

. In compliance with clause 3 of Rule XIII of the Rules of the
House of Representatives, changes in existing law made by the bill,
as. reported, are shown as follows (new matter is printed in italic,
existing law in which no change is proposed is shown in roman):

INTER-AMERICAN DEVELOPMENT BANK ACT
* x * * * *® *

Sec. 32. The United States Governor of the Inter-American Devel-
opment Bank is hereby authorized to agree to and to accept the
emendments to the Articles of Agreement in the proposed resolution
entitled “Merger of inter-regional and Ordinary Capital Resources.”



ADDITIONAL VIEWS OF REPRESENTATIVE JOHN J.
LAFALCE

The debt problems of the Third World should be of great concern
to all of us here in the United States. Because of this debt, econom-
ic growth in these countries has come to a virtual halt. Declining
standards of living threaten the political stability of many of thése
nations, and render less likely the achievement of social and eco-
nomic justice. The fate of many of the new democratic regimes,
which have recently emerged after years of military dictatorship,
seems precarious indeed.

As a result of this tremendous debt burden, the debtor countries,
which once represented our most promising new export market,
have lost the financial capacity to import our goods. The loss of at
least one million jobs in the United States can be directly attrib-
uted to the debt crisis. We have not just lost export opportunities,
however. These countries have had to greatly increase their ex-
ports to the United States in order to earn the hard currency nec-
gssf?ry to service their debt, thereby further exacerbating the trade

eficit.

Unless we can develop a solution to the debt crisis, economic con-
ditions in the Third World will continue to worsen, the fragile new
democracies, which have emerged in recent years, will be political-
ly destabilized, and our trade deficit will remain a problem.

ADMINISTRATION’S INATTENTION TO THE PROBLEM

This legislation might not even have been necessary had the
Reagan Administration not ignored the debt crisis for the past sev-
eral years. When the 1982 recession hit and many countries sud-
denly found their debt burdens a threat to their very economic and
social stability, the Administration was content to treat this prob-
lem as if it were nothing more than a simple private debtor-credi-
tor dispute. As a result of this hands-off approach, the situation
worsened dramatically.

It is particularly unfortunate that the Administration chose to
ignore the debt crisis and the needs of the developing world for so
long. Institutions such as the World Bank, whose existence are crit-
ical to the economic fate of the Third World, have long been the
targets of unjust criticism, especially from the right. Had President
Reagan, with his great popularity, chosen to vigorously lend his
support, a political consensus could have been formed behind the
World Bank and the other MDBs.

THE BAKER SPEECH

So inured were we with the Reagan Administration’s passive ap-
proach to the problem that when Secretary of the Treasury James
Baker gave his speech in Seoul, Korea, last year dealing with Third

34
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World debt the reaction was naturally one of enthusiasm. Finally,
the Administration had acknowledged that the United States Gov-
ernment had to take a leadership role in resolving the problems of
Third World debt.

The events which have occurred, or to be more precise, which
have not occurred, since last fall demonstrate that the Baker initia-
tive, though welcome, was just a speech, which has not yet been
transformed into a plan. Indeed, very little progress has been made
in fleshing out the details of the Baker speech to date. Moreover,
even if the Baker speech were fully implemented, it would not be
adequate to resolve the enormous debt problem.

When this legislation was first introduced, I was, and still
remain, concerned that it might interfere with many areas tradi-
tionally left to the prerogative of the Executive. But, after years of
inaction, a legislative response not only was to be expected, but
welcome, primarily in order to stir the Administration to action,
and for this reason I was able to support the legislation.

‘At a minimum, this legislation will have the salutary effect of
signifying to the Administration Congress’ growing impatience
with delay. I also believe that the Administration would be well-
advised to carefully scrutinize many of the policy initiatives pro-
posed in this legislation, which although possibly infringing on
what have traditionally been deemed, correctly or incorrectly, exec-
utive prerogatives, at least offer creative approaches for remedying
the ilillsufficient commitment of funds envisioned under the Baker
speech.

THE WORLD BANK BANK

As originally drafted, the legislation proposed changing the gear-
ing ratio for the entire World Bank to 2:1. This was an idea that
had both tremendous potential and problems, and eventually was
dropped from the bill. It was replaced by the so-called World Bank
Bank, or affiliate, which was to have a gearing ratio of 5:1.

Like the original proposal, the affiliate is a concept which offers
both tremendous potential and problems. Unfortunately, because
the concept emerged only after it was decided to drop the initial
proposal to change the gearing ratio for the entire World Bank, the
subcommittee did not have the opportunity to have hearings on
this ‘innovative idea. This was unfortunate because a hearing
record could have addressed several questions regarding the affili-
ate which today remain unanswered, at least in my mind.

'T'am concerned that the affiliate, because of its high gearing
ratio, has the potential to overwhelm and undermine the World
:Bank itself. It might appear superficially appealing to some to look
‘to-the affiliate instead of the Bank for lending activities because
‘the World Bank requires real capital whereas the affiliate utilizes
‘leverage. Moreover, if the World Bank Bank ever becomes a reali-
‘ty, it will be necessary to delineate more precisely the types of
lending activity it will engage in, as compared to that undertaken
‘by the World Bank itself, and to otherwise further define its pur-
1 poses.

. “Because it might appear to be cheaper to rely on the paper entre-
‘preneurialism of the affiliate, its existence may actually have the



36

unintended effect of making it more difficult to achieve a capital
increase in World Bank funding, which soon will be required.
Simply shifting gearing ratios is no substitute for increased real or
callable capital committed by the member nations of the World
Bank, and if the affiliate undermines the financial commitment to
the Bank, it will be most unfortunate indeed. The chief value of es-
tablishing a World Bank Bank, then, is to underscore the inadequa-
cy of the Administration’s approach to the problem over the past
several years during which time it has failed to call for any real
increases in World Bank capital or to devote the resources required
to address this major problem.

DEBT AND TRADE

While I am hopeful that this legislation will make a positive con-
tribution to a resolution of the debt crisis, I was initially quite con-
cerned about the focus of the bill on trade liberalization for US.
goods as the quid pro quo for increased assistance to deal with the
debt crisis. Exacting trade concessions from the hard-pressed
debtor countries, while superficially appealing, could well prevent
them from servicing their debt. This policy, had it been adopted in
the legislation, would have been extremely counterproductive.

As originally drafted, the legislation appeared to require the
complete removal of trade barriers as a condition precedent to the
granting of MDB loans. Such a policy would have been extremely
difficult for me to support. Not only would it have put the develop-
ing countries in an impossible domestic political and economic situ-
ation, but it placed the entire burden of trade liberalization on the
developing countries, which are by no means the only nations
which practice protectionism, and which are not our primary trade
competitors. In addition, it is imperative that the United States be:
sensitive to charges of economic imperialism. Implementation of
these trade policies would have left us vulnerable to such charges,
and may well have made many of thesé countries more, rather
than less, resistant to economic reform.

I expressed these concerns to other members of the subcommit-
tee who were also sensitive to these same issues. We all ,agreéd
that while trade liberalization was a highly desirable goal that
could greatly contribute to economic progress, it nevertheless could
not and should not be achieved overnight, even in developed coun-
tries such as the United States, much less Third World nations,
which need to build up their industries and obtain substantial
trade surpluses in order to service their debt.

Consequently, I prepared amendments to implement the changes
required to soften the bill's trade provisions. These amendments
would have continued to acknowledge the importance of trade lib-
eralization, but would not have made its immediate achievement-a
condition precendent for MDB loans. Under my proposal, a loan
which is consistent with long-term trade liberalization may be ap-
proved. There is no requirement for the immediate removal of all
trade barriers, although progress should be made on reducing
them. Both these changes make fundamental economic sense, anfl
do not leave the United States open to charges of economic 1mper:-
alism. They also maintain the flexibility which the United States
must have in assessing MDB loans.
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Because both the majority and minority agreed with my recom-
mendations to soften the trade provisions, I chose not to offer my
mmendments, which were then, by agreement, incorporated in Mr.
Bereuter’s consensus amendment. Strongly encouraging, but not
requiring, trade liberalization will more effectively promote eco-
nomic growth.

FUTURE STEPS

Although this bill deals promarily with the multilateral develop-
ment banks, we cannot rely exclusively on these institutions to re-
solve the debt crisis. The Baker speech focused on the MDBs, the
private banks, and internal economic reforms by the debtor coun-
tries as the preferred approach to the problem. As I have men-
tioned, the Baker speech, while a promising first step, requires fur-
ther improvement and refinement. First, the financial assistance
contemplated by the speech is simply inadequate given the magni-
tude of the problem. Second, the speech fails to effectively bring
the IMF into the process. Third, the speech does not delineate the
various types of loans which are available—project, program, sec-
toral and structural adjustment—and determine which among the
various institutions should concentrate on particular types of loans.
Fourth, it does not address the possible merger of some of these in-
gtitutions such as the World Bank and the IMF. Finally, merely
promulgating a plan does not ensure the leadership and coordina-
tion necessary to make it work.

If, as the Administration suggests, and most objective observers
believe, the debtor countries need economic reform to effectively
cope with their debt burdens, then increased emphasis will have to
be placed on structural adjustment lending. The bill vests this re-
sponsibility exclusively with the World Bank, but I wonder wheth-
er the IMF, based on its experience in this area, might not be
better suited for such a role. I also have some reservations about
the advisability of pushing the World Bank away from its tradi-
tional project lending role, especially if another institution is avail-
ghle to assume these other functions. The World Bank’s existing
personnel and policies may also make it difficult for it to play the
role that both Secretary Baker and the legislation envision for it.
One possible solution might be to eventually merge the World
Bank with the IMF. At the very least, we need much closer coop-
eration and coordination between the two institutions, and also
amongst the other regional development banks.

Finally, the Administration has failed to exercise the leadership
required if the diverse interests of the multilateral institutions, the
governments, and the private sector are to be molded into an effec-
tive policy to resolve the debt crisis. In effect, the Baker speech has
créated a three-ring circus involving the private banks, the MDBs,
and the debtor governments, but there has been no ringmaster to
weave these separate shows together into an effective whole. Only
the United States government can perform this function, and
unléss the Administration begins to exercise more aggressive lead-
ership, there will be no solution to the debt crisis.

JoHN J. LAFALCE.



SUPPLEMENTARY VIEWS OF HON. DOUG BEREUTER AND
HON. AL McCANDLESS

These members applaud the initiative of Chairman Lundine to
bring a bill on the debt crisis to the attention of the Congress. We
have consistently supported efforts by the Subcommittee to focus
attention on the extremely difficult economic and political con:
straints placed on developing nations by the debt problem. As
Members of Congress who must decide and vote on Administration
funding requests for various multilateral lending institutions, we
feel strongly that the Congress has an important role in the policy
formulation of international economic strategies which 1nvolve
Multilateral Development Banks (MDB’s).

Some of us became cosponsors of the bill because we felt it i
portant to present to the Committeq a bill which highlights the po:
litical and economic importance of t ebt crisis in the developing
world. The Administration was exceedingly late in commenting on
this bill and that certainly complicated the Subcommittee’s ability
to carefully consider this legislation. Since the Subcommittee's
mark-up the Administration has, however, made some specific sug-
gestions which we find persuasive; Congressman Bereuter, there:
fore, offered amendments to the following sections of H.R. 4574;

Section 204 contains a section to establish a lending subsidiary of
the World Bank. This is an idea which has been considered for a
number of years. Treasury was concerned that the establishment of
a Bank within the World Bank would cause commercial bankers to
hesitate (even more) before acceeding to Secretary Baker’s call for
renewed lending to Latin America. The commercial banks could
have used the creation of such a subsidiary to avoid new loans in
the medium term. Our suggestion was to call for an in-depth study
of the idea.

Section 201 mandates “frontloading” of up to 100 percent of total
World Bank disbursements over the next four years. To disburse
the entire quantity of a loan in one installment would remove
much of the leverage the Bank now has over borrowing countries,
Providing money up front enhances the risk of abandoned white
elephant projects. The Treasury Department also expressed con-

cern about maintaining a credible and legitimate international
competitive bidding system. There is a risk that funds to pay the
project contractors will not be available for yearly disbursements if
the country uses up all the project money at the beginning.

Section 401 mandates a study of U.S. Banking regulations to de-
termine the need for additional flexibility. While we understand
the good intentions behind the formulation of this section, of prin-
cipal concern is the fear that commercial banks—already reluctant
to increase their loans to the developing world—will adopt a “wait
and see” posture before increasing their loans. Commercial banks

(38)
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continue to be extremely sensitive to the possibility of regulatory
change in the United States which would ease their debt problems.
- We support the concept of a bill to address growing U.S. concerns
with the debt issue. Congress does have an important voice in for-
mulating policy towards the Multilateral Development Banks.
Unless some of the problems mentioned above are addressed in
H.R. 4574, we will continue to be concerned about the bill's unin-
tended negative effects over the long run and would not support it.

DouG BEREUTER.
AL McCANDLESS.



MINORITY VIEWS ON H.R. 4574, THE INTERNATIONAL DEBT,
TRADE, AND FINANCIAL STABILIZATION ACT

SUMMARY

The Republican Members of the House Committee on Banking,
Finance and Urban Affairs—while we may differ in matters of
detail—generally are agreed that most of the legislation contained
in HR. 4574 is unneeded and should, therefore, be voted down,
Indeed, some of its proposals could prejudice the achievement of
the ultimate objectives which are sought by the sponsors; namely,
the resolution of the debt problem of the developing countries.

Treasury Secretary James A. Baker’s initiative of last October
established economic growth and reform as the guiding principles
to help us address the debt problem of the developing countries.
Complemented by the successful international effort to bring down
the value of the dollar, this combined policy package is the only
practical resolution to the problems at hand. One of the early re.
sults has been the Group of Five policy coordination which has fa-
cilitated interest rate declines and debt service relief for the devel-
oping countries. Moreover, the U.S. led dollar initiative should
make the United States more competitive, reduce the trade deficit,
and add to our Gross National Product. The legislation proposed by
the Majority, other than endorsing the basic principles of the
Baker initiative, offers nothing that realistically would improve on
the Administration’s policies that already are in motion.

The exceptions to our conclusions about the necessity of this leg-
islation are Titles V and VI which, respectively, would authorize
the President to accept membership for the United States in the
Multilateral Investment Guarantee Agency and which would
amend the Inter-American Development Bank to effect the merger
of inter-regional and ordinary capital.

BILL OF PARTICULARS

This bill in essence attempts belatedly to write into law Adminis-
tration policy initiatives that had their beginnings over six months
ago when Treasury Secretary Baker presented the United States’
“Program for Sustained Growth” for dealing with the debt problem
of the developing countries at the IMF/World Bank Conference in
Seoul. The present bill seeks to codify the principles then enunci-
ated and to “provide explicit directions to the President and the
Secretary of the Treasury about the initiatives which should be un-
dertaken . . .”

Needless to say, we are pleased to note that the sponsors of the
bill have endorsed the principles of seeking a resolution of the LDC
debt problem by a constructive program for economic growth and
reform. We support plans today for economic growth and reform

(40)
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abroad just .as we did last year when Secretary Baker unveiled his
initiative. The U.S. debt initiative has the strong and broad support
of the international community and developing countries are now
in the process of making the tough decisions regarding necessary
structural reforms. It does not require legislation in the United
States. Furthermore, we question the wisdom of providing the Ex-
ecutive Branch the detailed guidance that is contained in the bill,
particularly since a number of its recommendations are already
being implemented while others were considered—but rejected—for
reasons explained below.

ACCELERATING DISBURSEMENTS

“We are grateful that the Majority included certain amendments
offered by our colleagues both during the Subcommittee and full
Committee markups. We are disappointed, however, that the Com-
mittee would not agree to adopt other amendments, such as Con-
gressman Bereuter’'s recommendation to delete the proposal to ac-
celerate disbursement of previously committed project loans. Such
loans would be fully released to the central banks of the recipient
countries at the beginning of a project period, subject to certain ac-
counting safeguards. However, such an action on any widespread
scale would undermine the Bank’s fundamental mission as a
project lender. An immediate disbursement of such funds would
substantially lessen the IBRD’s leverage to ensure that the projects
are properly carried out and, also, that internationally competitive
bidding rules are fairly observed. We believe there would be consid-
erable risk that foreign exchange would not be available to pay
suppliers in the latter states of the project. These would be matters
of concern not only to the Bank and its members, but also to suc-
cessful bidders in such projects, including American firms.

Immediate disbursement of committed project loans would not be
cost-free since World Bank clients would begin interest upon re-
ceipt. of the loan. Accelerated disbursement of the loan, therefore,
could simply add to the interest burden of the borrower. The
wisdom and practicality of this section is seriously in doubt.

THE NEW WORLD ‘‘BANK’’ AFFILIATE

.In addition to accelerating World Bank disbursements, the bill
also envisages creating a new banking affiliate to the IBRD. The
timing of such an undertaking is far from ideal. An essential di-
mension of the “Program for Sustained Growth” is that commer-
cial banks must increase net lending on their own risk and in their
own self-interest without government or other types of guarantees.
The possibility of intermediation by a World Bank affiliate between
debtor countries and commercial banks will cause the latter to ulti-
mately shift the burden and the possible risk of increased lending
to.the World Bank. Moreover, the use of the World Bank’s reserves
to capitalize the new institution could well affect market percep-
tions of the Bank’s own credit standing, with potential conse-
quences for its borrowing and lending costs.

We are particularly concerned that this new “banking entity”
has no defined purpose in life other than to lend $5 billion poten-
tially. Section 204 contains no guidelines, no policy prescriptions,
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no restrictions on lending by a new “bank” within the World Bank
which the Administration has not requested.

STUDY OF PRIVATE CAPITAL SOURCES FOR DEVELOPING NATIONS

Section 401(a)b) requests Treasury to do a study that considers
changing the regulations of private financial institutions to achieve
a lasting solution to the debt crisis. Such a study would be counter-
productive because it suggests—contrary to the case-by-case ap-
proach strongly endorsed by the “Program for Sustained
Growth”—that some form of generalized changes in U.S. reguls-
tory practices can bring about a lasting solution. By holding out
the possibility of a generalized approach, this section undermines
our fundamental position that economic reforms within the debtor
nations are essential to improving their prospects for growth and
the longer-term resolution of their debt problems. Secretary Baker,
Federal Reserve Board Chairman Paul Volcker, and the heads of
U.S. regulatory agencies have stated that new lending to countries
making appropriate adjustment efforts can improve the quality of
outstanding loans. They believe that the U.S. financial system and
U.S. regulatory agencies are sufficiently flexible to accommodate
and deal with specific issues on a case-by-case basis, as they arise.

STRUCTURAL ADJUSTMENT LENDING AND CONDITIONALITY

As reported out of Committee, the bill contains provisions which
in our best judgment betray a lack of realism—what is politically
and economically feasible in many developing countries. Section
301(c)1X(2X3), for example, if rigorously adhered to, could well make
all MDB development loans impossible. This section stipulates that
trade and investment liberalization should be a precondition for
any development.lending. Numerous loans that include the condi-
tion to promote such goals have in fact already been made by the
multilateral development banks, spurred in large measure by the
U.S. Executive Directors.

REDUNDANT LEGISLATION

Other proposals contained in this legislation reinvent the wheel.
Section 301(a)b), for example, describes in effect the substance of
the resolutions adopted by the members of the Group of Five con-
ference in September of last year. It would legislatively direct the
Administration to continue such discussions with the objective of
coordinating macroeconomic policies among the major industrial
countries and of carrying forward expansionist economic policies. It
is our view that while harmonization of policy among leading na-
tions is always a desirable goal, the content of policy cannot be leg-
islated since it may be subject to change—surely expansionist poli-
cies would not be appropriate in an era of reviving inflationary ex-
pectations—and since domestic concerns at times become overpow-
ering.

In any event, the conduct of U.S. foreign policy and the conduct
of macroeconomic policy are inherent responsibilities of the Execu-
tive Branch. This section of the bill, therefore, is not only unneces-
sary, it also intrudes into the legitimate responsibilities of the Ad-
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ministration. We are confident that President Reagan will raise
these issues on behalf of the American people when he attends the
Economic Summit in Tokyo and we would expect no less.

“Other examples of unneeded legislation include Section
301(c)(4)(5)(6) which would instruct the Executive Directors to the
MDB'’s to fully assist U.S. bidders to secure MDB procurement con-
tracts. But such responsibilities are presently an important aspect
of the Executive Directors. Similarly, Section 301(f), which calls for
the Secretary of the Treasury to appoint a foreign commerce officer
to-serve with each of the U.S. Executive Directors, fails to note
that such appointments are not within the Treasury’s jurisdiction.
Currently the Department of Commerce assists the U.S. Executive
Directors at the World Bank, the ADB, and the AFDB. A similar
arrangement will shortly be made at the IDB.

Moreover, Section. 402 (1)(2) calls for greater use of co-financing in
order to encourage increased commercial bank participation in is-
suing loans. But the World Bank recently approved a management
proposal that B-loan instruments—developed to promote private co-
financing—be made on a permanent basis. The program allows suf-
ficient scope to provide for any increase in private co-financing
that would be warranted. '

CAPITAL FLIGHT

One of the most serious problems besetting developing debtor
countries is capital flight. To the extent that new funds pumped
into a developing economy leak out again to be reinvested else-
where, the purpose of development lending is being defeated. The
gfesent bill quite properly identifies this problem as one of the key

ifficulties to be resolved. Its directive in Section 203 to the U.S.
Executive Director of the World Bank of initiate discussions with
his opposite numbers, however, is not likely to prove fruitful. The
reasons for capital flight are well understood. Though they may
differ from country to country they have understood. Though they
may differ from country to country they have a common generic
cause: loss of investor confidence in the wisdom, stability, and good
faith of their governments and inability to earn a reasonable
return on their invested savings.

To reduce and eliminate capital flight the attack must be direct-
ed at its root causes rather than dealing with symptoms by meas-
ures such as capital controls which have historically been failures
and which inevitably led to economic distortions. To deal with the
problem effectively will take time and patience. It will take politi-
cal sensitivity and cooperation by the industrial countries and de-
veloping nations. This, and a steady application of the reforming
disciplines within the debt strategy laid out by the Administration
are the way to restore growth and stability to the debtor nations.
Stuch o‘%jectives cannot be achieved by legislation, well intended as
it may be.

CONCLUSION

In conclusion, we applaud the efforts of the Reagan Administra-
tion and Treasury Secretary Baker in particular to realign the
dollar and to set forth a comprehensive resolution of the world
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debt situation that emphasizes the importance of global economic
growth. We believe the Administration’s initiatives offer a realistic
approach which, as we-stated at the outset, have facilitated falling
interest rates and debt service relief already—all without Congress
enacting this legislation. Provisions in H.R. 4574 such as Section
204, a new “banking entity” within the World Bank, and Section
201, rapid loan disbursements, are unnecessary and may be injuri-
ous in the long run. For these reasons, we cannot endorse H.R.
4574 in its present form.

CHALMERS P. WYLIE.
NorMmaN D. SHUMWAY.
STAN PARRIS.

BiLr McCoLrum.
DouG BEREUTER.
DAvID DREIER.
Joun Hirer.

Tom RIpGE.

STEVE BARTLETT.
Tosy RorH.

Rop CHANDLER.

J. ALEx McMIiLLAN.



DISSENTING VIEWS ON H.R. 4574

I believe that H.R. 4574 does not succeed in meeting its stated
purpose which is “to alleviate the international debt crisis, expand
world trade, and promote stability in the international financial
system.”

H.R. 4574 makes the Third World debt crisis a U.S. trade prob-
lem. While I agree that resurgence of growth in the developing
world will increase the market for U.S. exports, developing coun-
tries cannot be expected to buy more U.S. goods while they are
shouldering unsustainably high debt service burdens. In fact, it is
these debt service burdens which forced developing countries to cut
back on imports to achieve current account surpluses in the first
place. For example, United States’ exports to Latin America have
fallen by 31 percent since 1980, while our annual trade deficit with
the region has increased to $18 billion.

. Thus, any hope the United States has of increasing exports to
Third World nations must be preceded by a stable solution to the
debt problem. We must figure out how best to provide developing
countries with the breathing space to grow and develop—so that
we all can benefit in the not-so-long run.

" In the past, the United States has responded to the Third World
debt crisis by emphasizing new loans and new lending. This strate-
gy remains at the heart of the Baker Plan and of the legislation
before us today. But the strategy has been—and remains—funda-
mentally flawed. New lending, be it commercial bank lending or
balance-of-payments and non-project lending from the internation-
al financial institutions, succeeds only in an extremely limited
sense: it allows countries to repay old loans. At the same time, how-
ever, new loans pile atop old restructured loans to bloat debt serv-
ice burdens.

Few resources have been left over for development. As a result,
the debtor countries have suffered through what has been termed a
“lost decade of growth.” Standards of living have plummeted to
levels seen 10 years ago. Poverty and malnutrition have soared.
Average daily caloric intake in the Third World, for instance, is
below what it was in 1975. Political discontent has risen.

Therefore, it is in the United States’ economic, political and hu-
manitarian interests to abandon the old non-solutions to the debt
crisis and, instead, follow new paths that lead to real solutions.
HR. 4564 should be more than just an expansion of the Baker
Plan. I think it could be were the study currently called for in Title
IV amended.

Title IV, as drafted, asks Treasury, in conjunction with others, to
study ways to solve the debt crisis. There are a number of flaws
with the suggested approach. First of all, Treasury has already
- given us its ideas in the Baker Plan. Second, the goals of the study
are left unclear and the instructions are too vague. Third, options
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such as expanding the secondary market for developing count
debt may relieve the banks of troubled debt, but do little to hel
the developing countries. In short, if we simply ask Treasury to g,
such a study without delineating very clear, alternative guidelj
we will get the same response: the Baker Plan. But what we need
1s a new plan.

I offered an amendment which instructed the Federal Resery,
Board, in consultation with others, to propose to Congress withj,
three months a specific plan to restructure Third World debt. Tp,
Federal Reserve Board’s recommendation would not be automgt;.
cally implemented, but would require subsequent action.

My amendment would have required that the Federal Reser
Board’s sample debt restructuring plan include the following eje.
ments: First, annual interest payments for Third World countrie
should be reduced to sustainable levels; i.e., where interest pay-
ments are no more than 25 percent of a country’s annual expor
earnings. While experts agree that this cap would go a long way
toward restoring some long-term growth and stability to debtor
countries, my amendment views the 25 percent cap as an illustra-
tive baseline. In actual implementation, a higher or lower percent.
age might be appropriate. Second, the Federal Reserve Board
should determine the percentage of total debt to the Third World
currently being carried by banks at face value which is nonper-
forming or backed by value-impaired or nonperforming asseis.
Third, Federal Reserve Board should determine the true value of
this debt. Fourth, the data thus calculated should be used to devise
a proposal for restructuring a portion of the debt by reducing the
face value or maturity of the debt to an amount which approxi
mates its fair value and in a manner consistent with ensuring the
overall stability of the United States financial sector. In addition, if
further modification of the debt terms is deemed necessary to
reach the sustainable debt service burdens, the Federal Reserve
-Board should analyze other restructuring methods, such as lower-
ing interest rates or lengthening repayment periods, to modify fur-
ther the terms of the debt.

I do not pretend that I have outlined the perfect debt relief pro-
posal. However, I do think that the Federal Reserve Board’s sample
debt relief plan would provide us with a benchmark from which we
can proceed. It would show us how to take the first step toward
dealing with a problem that affects us all. ‘

In sum, we must not simply focus on a symptom—the U.S..trade
deficit with the Third World. We must be seeking new and innové-
tive ways to solve the cause.

CHARLES E. SCHUMER.



